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COMMENT 


N a discussion printed in an earlier issue of the But- 

LETIN,’ a member of the Society called attention to 
an important fact: that the origin of scientific manage- 
ment coincided approximately with the end of the thirty- 
year period of falling prices and relative industrial in- 
activity following the Civil War, and that its develop- 
ment and utilization coincided with the twenty-five year 
period of increasing business activity which culminated 
in the intense activity following the World War. And 
he made the inquiry, What of scientific management 
during a depression—on a falling market? 


*Vol. VI, No. 6, p. 234. 


VIDENCE with which to answer the question is 
gradually becoming available. In the April issue,’ 
Mr. Henry P. Kendall, who could testify from experi- 
ence with several scientific management plants, said: 
“But I can bear witness tonight, from actual experience, 
that without scientific management we would not have 
been able so securely to meet the decline in prices and 
in business which we have had to meet during the past 
year; that without the greater knowledge and greater 
control which scientific management has given, we 
would not have been able, in the concerns in which I am 
interested, to get production down to match demand, to 
reduce business to fifty-five and sixty-five per cent of 
normal, and still make both ends meet. It has inter- 
ested me to observe the greater precision with which 
scientific management has enabled us to meet the situa- 
tion; for instance, to see the ratio of sales to inventory 
change from 2 to 1 a few years ago to 4.5 to 1 after the 
Armistice, and then when greater pressure came on, to 
7.5 to 1, a thing which we would have thought impos- 
sible a few years ago.” 


BRIEF but significant article in this issue? brings 

similar testimony from Mr. Richard A. Feiss: 
“During these times of industrial depression and stress 
such as the world has never seen, the organizations 
whose management can be called truly scientific have 
come through, and are prepared as are no other organi- 
zations in their respective industries for the better 
times tc come.”” And Mr. Wilfred Lewis, in discussion 
at the December meeting,’ made the following observa- 
tion: “In the last two years we have been through a 
fire, a moving, and an unprecedented boom followed by 
an unprecedented depression, and we still have our sys- 
tem intact. Where there is comparatively 
nothing to do, as at the present, the problem of main- 
taining an organization and with it an elaborate system 
of production is very trying indeed, but we figure that 
eventually it would cost more to shut down and rebuild 
our organization.” And we know other concerns, which 
shall not be named because they have not put them- 
selves on record, that could give similar evidence; one 
concern which has performed the remarkable manceuvre 
of cutting its force down to nearly a quarter in chang- 
ing from abnormal specialized war production to nor- 
mal peace production, and has at the same time greatly 


*Vol. VII, No. 3, p. 43. 
* Pp. 126-128. 
* Vol. VI, No. 6, p. 231. 
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enlarged its line of products; another which let scien- 
tific management lapse during the boom, when cost was 
not a problem, and inaugurated restoration as rapidly 
as possible at the beginning of the depression; others 
whose production has been greatly curtailed by style 
influences, but have held firm because having all factors 
of production under precise control. As we have said 
elsewhere :* “If it yields results on a market of rising 
prices and active business, it is also a great aid in the 
readjustment to new condition on a market of falling 
prices and decline in business. It gives control and 
power on the up-grade, and control and steadiness on 
the down grade.”’ 


B° all of this testimony is from concerns which 
had scientific management well developed and es- 
tablished before the depression—even before the war. 
They had had enough experience with its precise con- 
trol during an active market to know what a power for 
safety that control would be on a falling market. So 
their knowledge and imagination inspired them to pre- 
serve it at a time when most concerns were yielding to 
the pressure to cut overhead ruthlessly. And they have 
enjoyed the benefit... But not a few concerns which had 
begun the development of scientific management during 
the war, and did not much mind the investment cost 
during a period of active business and high profits, 
did mind the cost and discontinued the development as 
soon as the depression set in. Their experience had 
been with investment cost only, and not with the major 
returns from the investment. They had not yet ac- 
quired the confidence which comes to firms which have 
got past the investment stage of development. There- 
fore much development work has been discontinued 
during the past two years. The profession of manage- 
ment engineering has suffered a decline and is at the 
lowest point in its history because this is the first de- 
pression it has had to face since it became a profession. 
And this relative inactivity in the profession will prob- 
ably continue for some time, for in the first place re- 
sumption of industrial activity will be gradual, and in 
the second place as activity is resumed firms will not 
call in outside professional assistance until increase in 
production has absorbed the energies of the staffs which 
they have carried through the depression. But then 
will come a new demand upon the management engi- 
neer, for the outstanding feature of the new business 
activity will undoubtedly be a most intense competition 
—in selling, therefore in prices quoted, and finally 
therefore in economy of production and selling. 


*Vol. VII, No. 2, p. 38. 
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SCIENTIFIC MANAGEMENT DURING TIMES 


OF DEPRESSION? 


By Ricuarp A. FErtrss? 


HE purpose of a plant organization is production. 
All production organizations are built for ca- 
pacity production; therefore curtailment of production 
due to general business depression is not a true test 
of the worth of any organization methods devised for 
production. In comparing one type of management 
with another, however, times of stress furnish a good 
test for certain purposes. ; 

2. In comparing scientific management with the ordi- 
nary type of management during times of depression we 
shall first take into consideration the counts against sci- 
entific management. For practical purposes all counts 
can be summed up under one head; a large amount of 
administrative machinery and consequently a large 
amount of indirect expense that exists under scientific 
management as compared with ordinary types of man- 
agement. We must admit that this difference is a real 
one. Nevertheless, it is to some extent more apparent 
than real. Scientific management separates and clas- 
sifies expenditures of all sorts, charging to the direct 
expense only the purely “direct labor” charges. Under 
scientific management with its precise classification of 
expenses, there are a great many expenses classified as 
indirect which are universally called direct under the 
ordinary type of management. This, however, only ac- 
counts for some of the difference. Admitting this dif- 
ference, our contention is that it does not constitute 
a count against scientific management. 


3. The belief that a large percentage of indirect ex- 
pense constitutes an organization or business evil is a 
relic of the time when business men thought only in 
terms of the antiquated accountant and his antiquated 
methods. This belief involves a fallacy. It is an at- 
tempt to compare two things that are not comparable. 
As a matter of fact the proportion of indirect to direct 
expense means by itself nothing. It is true that there is 
a relation, but let us see what that relation is or what it 
proves, if it proves anything. 

4. Glance for a moment at the following: 


Example A B D 
Indirect Expense ...... 20 25 25 25 30 
Direct Expense ........ 50 50 35 30 20 

Total Expense...... 70 75 60 50 50 


* Address delivered before the Chicago Section of the Taylor 
Society, Thursday, April 20, 1922. 


* Joseph & Feiss Company, Cleveland, Ohio, President of the 
Taylor Society. 
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5. Let “A” represent the relation of indirect, direct 
and total expense in any organization running under 
good type of ordinary management. Now it is true, 
if the indirect expense increases without any re- 
duction in the direct expense per unit, as in example 
“B,” that comparison with previous condition “A” 
would call for investigation. This, however, is not the 
case under scientific management after it is once devel- 
oped, although during the development period such con- 
dition might well exist. Under scientific or any form of 
management where progress is being made, conditions 
are very likely to change until we find existing such 
situations as are illustrated in “C,” “D” and “E.” 

6. The primary object of scientific management or 


_ any management is to improve operating conditions: 


and to obtain greater efficiency from the production 
processes. This is done only by the installation of 
better methods of management or by inventions or im- 
provements or other short cuts in operation. This as a 
rule does not cut down the expense of supervision, 
clerical work or other indirect activities. In fact it is 
generally necessary not only to improve the work of 
the executive and other employees on the indirect pay- 
roll, but even in some instances to add to this force in 
order to acquire and maintain the efficiency sought from 
the operatives on the direct payroll. Here we come to 
the first fact; that the most significant measure of 
efficiency is a decrease in the direct expense apportioned 
to the product. 

7. One can readily see that a comparison of present 
direct expense with anything but previous direct ex- 
pense does not in itself mean anything. Take for ex- 
ample case “D,’’ where the indirect expense is main- 
tained at its normal level and the direct expense is very 
‘materially cut down by increased efficiency. While 
there is a substantially lower expense of the entire 
product as compared with the case in example “A,” 
nevertheless, the proportion of indirect to direct has 
very materially increased, and so it will be in any ex- 
ample where the efficiency of any production organiza- 
tion is materially enhanced. This can be done only by 
decreasing the direct expense chargeable to the product 
and the consequent increase in the percentage of in- 
direct expense. Consequently, if the proportion of di- 
rect expense to indirect expense means anything it can 
be stated as follows: That an increase in the propor- 
tion of indirect expense to direct expense is a proof of 
better management and greater efficiency, provided the 
total expense chargeable to the product does not in- 
crease. 
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8. There exist in most businesses besides the indirect 
payroll, other indirect expenses amounting to a large 
proportion of the general indirect expense. These con- 
sist of such items as carrying charges, maintenance, 
supplies, and so on. These are proportionately 
smaller and under better control in the case of scien- 
tific management than in the case of ordinary manage- 
ment. Because of better control there exists the pos- 
sibility of cutting them down, when necessary, more 
readily and intelligently. Again, by reason of better 
control and more scientific organization, fewer econ- 
omies need be made in times of depression, inasmuch as 
economies generally looked for during such times under 
ordinary type of management are continuously being 
made under scientific management, and the benefit 
therefrom accrues during normal times as well as dur- 
ing times of stress. 

9. In replying to the counts against scientific man- 
agement we have already touched upon many of the 
points that could be called counts in favor of scientific 
management. There are many more of these, of which 
only a few need be mentioned. When it is necessary to 
curtail production during times of depression, the an- 
alytical methods used under scientific management for 
the determination of wages automatically permit cur- 
tailment of such expense with greater precision and 
safety than under ordinary management. At the same 
time those executives and methods necessary to main- 
tain utmost efficiency and to permit a just and sub- 
stantial wage return to employees during normal times 
are continued during times of depression. For the same 
reason and because of better organization, the morale 
of the force is better maintained. Moreover, because 


of better control and output and costs together with 


the ability to give a better and cheaper service, the 
necessity for the curtailment of time is less likely to 
occur. 

10. By reason of the more detailed as well as com- 
prehensive knowledge that scientific management gives 
to those whose business it is to plan and direct, it is 
possible to look ahead and appraise and plan for the 
many contingencies that arise not only during times 
of depression but at all times. It is for this very pur- 
pose that much of the administrative machinery is set 
up, and therefore a substantial portion of the indirect 
expense is just as necessary in times of depression as 
in normal times. As a result of this better control and 
planning ability a scientifically managed organization 
is better able to adapt itself to conditions and to make 
such economies and plans as are advisable for the main- 
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tenance of the business. When conditions are such 
that it becomes impracticable to maintain any part of 
the indirect organization intact, it can be reduced as 
under any other type of management, and the effects 
of the reduction more accurately estimated. Under 
scientific management this reduction, if found neces- 
sary, can be made more intelligently and more fairly 
to those affected. 

11. A reduction in the indirect force, however, should 
be considered only as a last resort. Before dispensing 
with the services of any of the more valuable members 
of the indirect force one must take into consideration 
the following : | 

a. The necessity of better planning to overcome the 
resistance to business ; 

b. The necessity for leadership and more intensive 
supervision in order to avoid unnecessary losses in 
operating ; 

c. The ability when times pick up of being able to 
take advantage of the pick-up against keen compe- 
tition; 

d. The possibility of a permanent impairment of in- 
vestment in the loss of trained personnel of the or- 
ganization ; 

e. The possibility of the loss of that other most valu- 
able asset—moraile. 

12. In conclusion, one need take only the history 
of the organizations which are run under true scien- 
tific management as compared with those run under 
other types of management in order to find the answer. 
During these times of industrial depression and stress 
such as the world has never seen, the organizations 
whose management can be called truly scientific have 
come through, and are prepared as are no other organi- 
zations in their respective industries for the better times 
to come. In fact it can be pointed out that these organi- 
zations have contributed materially to the mitigation 
of the stress of the times and to the early restoration 
of normal business. 

13. The large proportion of administrative or indi- 
rect expense to direct expense as commonly viewed, 
therefore, is no criterion of either economy in costs or 
efficiency in organization. At least eighty per cent of 
the time we have normal or good times. And manage- 
ment must build with the primary object of doing busi- 
ness effectively at such times. Good management, 

however, must look ahead and should be prepared for 
all contingencies. It should make plans for financial 
reserves to be used during times of depression and 
should conserve its resources in every other way. This 
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should be done primarily by the building up of business 
on a basis of service. Business run with a view to 
service must at all times be based on economies in or- 
ganization and economies in operation in order to render 
real service. This is the best preventive of the cut- 
ting of wages and the laying off of employees which 
is so universally practiced during times of depression 
and results in nothing of constructive value; on the 
contrary it produces bitterness. The efficiency needed 
for the maintenance of business as a service is the ob- 
ject of scientific management. Scientific management 
at all times organizes for the best possible service based 
on the elimination of both waste in human effort and 
waste in other forms, and for the proper control of all 
elements in industry making for the best efficiency and 
a fair return to all concerned at all times. 


PRODUCTION COSTS AND SELLING PRICE 
DURING A DEPRESSION? 


By WALLACE CLARK? 


HE duties and responsibility of the man in gen- 
eral control of a business have been so well cov- 
ered by recent addresses before the Taylor Society that 
there is little more to be said. I merely want to bring 
up one thing which is on the general manager’s mind at 
present. He is not asking, “How can we increase our 
profits?” but he is asking, “How can we reduce our 
losses 
If the industrial engineer is to be of any help in the 


‘general control of a business, he must be able to an- 


swer the latter question. 

In a period of declining or dull business, there are in 
every manufacturing plant certain expenditures which 
must go on no matter how few orders there are. The 
only way to avoid these expenditures is to sell out 
and in these days that means giving the plant away. 
If the business is not sold out, it is obvious that the 
buildings and equipment of every kind must be kept in 
such condition that they will not deteriorate. If any 
work at all is to be done, a skeleton organization must 
be kept in the shop—the superintendent, foremen, in- 
spectors, truckmen, watchmen and so on. The manager 
usually tries every other way out before he gives up 
the nucleus of his working force because he knows it 
will be easier to erect new buildings and buy new ma- 
chines than to rebuild his organization. 

* A discussion at a meeting of the Taylor Society, New York, 
December 3, 1921. 

* Consulting Engineer, New York. 
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For the sake of simplicity, let us take a one-product 
plant such as a foundry or, better still, a drop forge 
shop which makes forgings for other companies. The 
manager has ceased to buy any steel except what is 
required for actual orders in hand. If he has had suf- 
ficient money or credit, he has made the repairs or im- 
provements to his hammers, furnaces and buildings, a 
maintenance he had not had time to take care of when 
the shop was full of work. Let us suppose that all this 
has been done, that he is down to his skeleton organi- 
zation, and that he has not even enough orders in his 
plant to keep these men busy. He is losing a good deal 
of money each month. What is his next step? How is 
he going to reduce his losses? 

The manager has, of course, attempted all along to 
keep up his sales. He has been unusually careful of 
the quality of his forgings, has met all delivery prom- 
ises, has increased his advertising and sent out more 
salesmen. The only remaining way to increase sales 
is by a considerable reduction in price. It is natural 
for him to shrink from this course, and before he takes 
it he wants to know how far he can reduce prices 
without increasing his losses. 

There are certain expenses which must go on if the 
shop is kept ready for work: the interest on the in- 
vestment in land, buildings and equipment, deprecia- 
tion, taxes, insurance, repairs and the salaries of his 
skeleton organization. The shop must be provided with 
- light, heat, water and compressed air. All these ex- 
penses go on whether there is work or not; they are due 
to keeping the shop ready for work and are not in- 
creased or decreased by the acceptance of an order. 
It is therefore clear that these overhead expenses or 
losses will not be increased by the acceptance of an 
order at a price which does not cover any of his over- 
head. 

However, the acceptance of an order for forgings 
will cause certain other expenses. Steel must be bought 
or drawn from stores; one or more hammer men must 
be hired; power must be used for the hammers, al- 
though this additional expense for power will be small, 
for insurance regulations usually require that steam be 
kept up for the operation of fire protection apparatus. 
Fuel must also be used in the forges. These expenses 
are caused by the acceptance of any specific order and 
the price must, therefore, cover such expenses—that is, 
the cost of material, direct labor, some power for the 
hammers and fuel for the furnaces—for if the price 
does not cover those out-of-pocket expenses, the ac- 
ceptance of that order will increase the losses. 
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Going back to the question “How far can prices be 
reduced without increasing losses?” the answer is: “To 
a point which covers the cost of material, direct labor, 
power and fuel, but which does not cover any part of 
the overhead.” 

In other words, it is possible to sell below cost with- 
out increasing losses. When I speak of selling at this 
material-labor-power-fuel cost without loss of money, 
I do not mean to say that that is the real cost of the 


forgings, for it is not. A portion of the overhead of 


the department and plant has been used in the produc- 
tion of the forgings and must, therefore, be charged 
into their cost. However, we are talking of reducing 
losses rather than making profits, which of course, must 
be based on costs. 

Since we have found how low prices can be quoted 
without increasing losses, the next question is, “What 
prices should be quoted to reduce losses ?”’. 

Knowing that he has nothing to lose until he reaches 
the material-labor-power-fuel cost, the manager be- 
gins to lower his quotations and keeps on until he gets 
the orders. It is not likely that he will have to go as 
low as the point mentioned. When he does reach the 
level at which he can secure orders, how long should 
he continue to quote those prices? 


LOAD CHART FOR HAMMERS 
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To make this clear, let me tell you how we worked 
it out in one drop forging plant. 

The reason for quoting low prices was the small 
amount of work in the plant, and it was evident that the 
prices should fluctuate as the work ahead fluctuated 
(Figure 1). This is a Gantt Layout Chart on which 
the work ahead of the hammers was shown. Looking 
at the second line of the chart, there were nine 3000 
lb. hammers in the shop and in a 44 hour week their 
capacity was 396 hours. They had work assigned to 
them which would keep them busy 80 per cent of the 
time as shown by the light line. It was the same the 
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second week; but for the week ending November 12, 
only 20 per cent of their capacity was taken up. The 
heavy litie showed that the total work ahead of the 
3000 Ib. hammers would keep them busy for four weeks 
if it could have been spread over them evenly. The 
800 lb. hammers, however, had less than one week’s 
work ahead. 

The first line of the chart showed the total work 
ahead of the forge shop. In the first week 50 per cent 
of the time was taken up, which gradually decreased 
until there was only 10 per cent in the week of Novem- 
ber 19. 

This chart was made out at the beginning of each 
week and showed the work ahead of the plant at that 
time. 


| CLARK PRICE CHART 


| 
| 


Cent of Profit 


OF MATERIAL, DIRECT LA 


i 


4mos 
Per Cent of Capacity Covered by Orders 
Figure 2 

The lower part of Figure 2 shows the cost of ma- 
terial, direct labor, power and fuel. The next line is 
“Total Cost” and above that is “Profit.” Across the 
bottom of the chart is the percentage of capacity cov- 
ered by orders. By experiment it was found that if 
the Load Chart showed 10 per cent of the capacity 
taken up with orders, prices should be quoted which 
covered the cost of material, direct labor, power and 
fuel and only 20 per cent of the overhead. When 30 
per cent of the capacity was taken up, the prices to be 
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quoted should include 60 per cent of the overhead. 
With 50 per cent capacity, the prices covered all the 
overhead—that is, the total cost. Profits began when 
the shop was more than half full of work, and at 60 
per cent of capacity 5 per cent of profit was quoted. 
When 100 per cent of capacity was taken up, 25 per 
cent profit was quoted. When delivery was not wanted 
for six months or the work ahead prevented the prom- 
ising of delivery in less than six months, there was 
greater danger of increases in cost of material and 
labor and, therefore, 35 per cent profit was quoted. 

These two charts were put in the hands of the man 
who quoted prices and he used them as a guide. This 
price chart was made for a specific plant and would 
be different for any other plant. The price line would 
be either more or less perpendicular than this line. 
This is an example of working out the Gantt theory 
of the cost of idleness and applying that theory to the 
quoting of prices. | 

An industrial engineer usually finds a manufacturer 
interested when he discusses raising prices or main- 
taining prices, but when he begins to talk of reducing 
prices, the manufacturer’s interest suddenly flags and 
he excuses himself to keep another appointment. It is 
not the job of the industrial engineer to give the manu- 
facturer advice as to the prices he should charge. The 
manufacturer is in his position of authority because he 
has specialized in marketing and financing, and he 
should know the prices at which he can find a market 
for his product. What the engineer can tell him is 
what effect the prices to be quoted will have on the 
manufacturing plant and what effect the manufactur- 
ing plant should have on prices. 

When there is plenty of work ahead, prices should be 
quoted which will produce profits, but when there is 
little work to be had, prices should be quoted which 
will reduce losses. Losses must be eliminated before 
there can be any profits. 


MANAGEMENT WEEK 
October 16-21 


A week of joint meetings of local sections of 
the A. S. M. E., the S. I. E. and the Taylor 
Society. 
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COMBINATION ROUTING? 


TO MEET THE PROBLEM OF SMALL QUANTITIES AND SHORT OPERATIONS 


By D. J. WAtsa, JR.? 


HE type of routing which | shall endeavor to 

describe is a development of a style of routing 

with which I assume most of you are familiar, or of 

which you are at least cognizant. For the benefit, 

however, of those who may not be familiar with it, 
I shall try to define it as briefly as possible. 

By the term “routing” I mean such analysis and 
arrangement of the work to be done as will conduce 
to the effective control and orderly progress of the 
work in the plant. In its limited sense it is descriptive 
of the work done by the “Route Clerk,” as set forth 
in Mr. Taylor’s “Shop Management.” I trust you will 
forgive me and not be confused, if I seem occasionally 
to use the word in a more inclusive sense, covering 
both the analysis or planning of the work as done by 
the Route Clerk and the control of the actual progress 
of the work, which is chiefly in the hands of the func- 
tionary designated in Mr. Taylor’s book as the Shop 
Order of Work Clerk. 

The routing methods described in “Shop Manage- 
ment” are much further developed than those found in 
most shops, and are worthy of the closest study. The 
principle involved is that the management of an enter- 
prise should know in exact detail what work is to be 
done, and should plan carefully to secure the accom- 
plishment of the necessary work. The methods and 
mechanisms used to realize the aim set forth in this 
principle differ widely in common practice, even though 
there may be substantial agreement as to the principle. 
Certain well-tried methods and mechanisms are de- 
scribed in “Shop Management,” and have more re- 
cently been described in somewhat more extended form 
in a series of articles by Mr. H. K. Hathaway which 
appeared in /ndustrial Management during 1920. 

Both the basic principle and the chief mechanisms 
employed in the routing with which this paper deals 


*A paper presented at a meeting of the Taylor Society, 
New York, Dec. 3, 192!. 


* Sanderson & Porter, New York. 


are strictly in accord with those indicated by Mr. Tay- 
lor and Mr. Hathaway. It is only an interesting appli- 
cation of these basic principles and mechanisms that 
has given rise to this paper. | 

The sub-title of this paper says, “to meet the problem 
of small quantities and short operations.” ‘To the best 
of my limited knowledge most shops have this prob- 
lem, although perhaps more marked in shops making 
a variety of products and using what we may call a 
non-continuous routing. In such shops the production 
is likely to be composed of fairly well-defined lots or 
batches of restricted size. These lots or batches are 
worked on intermittently at successive operations, and 
usually maintain their separate identity until comple- 
tion or final entry into an assembly. 

The nature of the successive operations is usually 
such that some require very little time to perform and 
some require a rather long time to perform. Conse- 
quently, a batch which is the maximum practicable 
size for a certain operation may prove to be annoy- 
ingly small for the next operation. Likewise, in the 
manufacture of components for an assembly the quan- 
tity of any individual component required may be so 
small physically, and so insignificant from the point of 
view of work to be performed at any single operation, 
as to make it at least a nuisance in the shop. Where 
the number of these components is large, or, in the 
case of a concern with an extremely varied sales line, 
where there are numerous sales items sold in small 
quantity, a real problem presents itself in connection 
with the necessity of effecting their orderly progress 
through the shop. 

It is easy enough, perhaps, to start numerous small 
jobs on their way through the plant, but it is a great 
deal more difficult to keep them moving along prop- 
erly than is the case with larger jobs. This is particu- 
larly true in shops which depend for control of work 
in progress on “chasers” or the natural pull of urgent 
requirements for assembly or shipment. In that sort 
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of shop, small jobs have a tendency to get side-tracked, 
forgotten, lose their identity, accumulate ahead of ma- 
chines, tie up tote-boxes, trucks, and other equipment, 
use up valuable working room, finally become “urgent,” 
and generally contribute to confusion and delay. All 
this is due to their very nature of smallness. Inci- 
dentally, these small jobs are despised by piece-workers, 
who deliberately shove them aside as long as other 
aed larger jobs offer. 

The shop control mechanisms described by Mr. Tay- 
lor are designed to obviate most of these difficulties, 
and in effect provide the means for establishing and 
insuring a definite priority and an assured prog- 
ress of jobs through the plant. None the less, small 
quantities and short operations are a burden to the 
life of the Shop Order of Work Clerk, and are a handi- 
cap to the efficient and economical use of shop facili- 
ties. Where such small jobs amount to a considerable 
proportion of the total jobs, the efficacy of the whole 
mechanism of shop control is threatened, and it some- 
times seems almost hopeless to endeavor to regulate 
the shop from the Planning Department bulletin board. 

e well-known situation in which the Bulletin Board 
becomes the tail to the dog, or perhaps reaches the 
dignity of an overworked and outdistanced Recording 
Angel, quite often has its origin in a glut of small jobs. 
In this situation the Planning Department and particu- 
larly the bulletin board crew, go through a highly com- 
plicated and expensive series of useless motions which 
earn for them only the pitying scorn of the shop. 

Combination Routing is an attempt to counteract to 
the greatést practicable extent the handicap imposed 
by small quantities and short operations. It can not 
eliminate this handicap, but it modifies it to a degree 
that is a welcome relief. It is based on the feasibility 
of combining for short operations two or more batches 
that may properly be handled separately for longer 
operations. Likewise, it capitalizes the feasibility of 
routing in one batch a number of different products 
that call for essentially the same operating treatment, 
and are of the same degree of urgency. A useful 
feature of this sort of combination is the convenience 
of routing through the shop together, products in- 
tended partly for stock and partly for shipment. The 
manner in which the combinations are effected is very 
simple, and merely calls for the same degree of intelli- 
gent routing that is expected where combinations are 
not used. 

Perhaps all this will seem less like an academic 
proposition if I get down to cases, and tell you some 
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of the salient features of the development of combina- 
tion routing in a specific plant. The plant I have in 
mind is that of Herrmann, Aukam & Co., Lebanon, 
Pa., manufacturers of plain and embroidered handker- 
chiefs. Early in 1914 the installation was begun of 
planning and control methods along the lines described 
in “Shop Management.” Mr. Hathaway was in 
charge of the installation, and was accorded through- 
out the cordial support and cooperation of Mr. M. C. 
Herrmann, President, and the able assistance of Mr. 
Karl Herrmann, the present Works Manager. 

The situation presented the small quantity and short 
cperation problem, and it was evident from the be- 
ginning that combinations in some fashion were neces- 
sary. Under Mr. Hathaway’s inspiration the present 
scheme of combination routing was devised, made ef- 
fective absolutely as planned, and is working as 
smoothly as ever, today, seven and a half years later. 

At the start, practically all work available for in- 
troduction into the shop was in quantity less than what 
was recognized as providing a desirable job at the 
principal operations. It was predetermined that our 
shop-control methods should be those described by 
Mr. Taylor and patterned in detail after those in 
operation at the time in the plant of the Tabor Manu- 
facturing Company at Philadelphia. Slight modifica- 
tions of the printed forms, such as the route sheet, 
operation orders, move orders, inspection orders, tags, 
and stores issues, were the only changes required in the 
physical appliances. 

Time study and general observation determined de- 
sirable basic batch quantities for the principal opera- 
tions for the different main varieties of product. 
Handling facilities were provided in accordance with 
these determinations, and these facilities in turn fixed 
the cardinal principle of the scheme of combination 
routing. This depended on the necessity of a fixed and 
permanent identity of each of the elements entering 
into a combination, just as is the case with a time 
element in an elementary time study. The first rule, 
then, was that an element of any combination must 
be indivisable, and must not exceed the basic batch 
Guantity. It could be any fraction of a batch quantity, 
and preferably, should be exactly that quantity. Trucks 
and transportation devices were standardized and sub- 
divided into units containing normally fixed quantities, 
and an effort was made in the routing to make elements 
(or items, as they were designated) of a combination, 
multiples of this normal fixed handling quantity. Time 
study, of course, was the agency that worked out all 
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these details in consistent fashion. 

The permanent identity of any element in a com- 
bination was assured by assigning to it an “item num- 
ber” in the routing, which number appeared on the tag 
placed on the goods before leaving the storeroom. 
This designation appeared also, or rather in the first 
instance, upon the route sheet, where it was necessary 
in connection with the preparation of the various forms 
used. The route sheet was designed to show simply 
and graphically the arrangement of the items in dif- 
ferent combinations for successive operations, this 
being done by the Route Clerk solely for the benefit 
of the tag writing clerks. Upon this sheet it was pos- 
sible for the Route Clerk to indicate any desirable com- 
bination of items or batches. 

There were naturally limitations upon the desira- 
bility of combination. For instance, it was normally 


the rule that there should not be routed on the same - 


sheet, goods requiring different sequences of opera- 
tion, goods of very different degrees of urgency for 
shipment, goods of such similar quality and appearance 
as might accidentally get mixed, and in certain cases, 
goods requiring different degrees of operating skill. 
These limitations, however formidable as they may 
sound, only very slightly restricted the field for com- 
binations, and the vast majority of orders routed were 
of the combination character. 

The second guiding rule for the Route Clerk was to 
make up full batches. The purpose of this was two- 
fold—to use handling equipment to capacity, and to 
provide a job of decent length at each operation. The 
basic batch quantities determined for each operation, 
for each main class of product, were in the relation 
of multiples. For example, the batch quantity for the 
machine-ironing operation might be 150 doz., and the 
batch quantity for the folding operation either 300 or 
450 doz., and for the ribboning operation 150, 300, 
450, 600, or goo doz., depending on the class of goods. 
Incidentally this arrangement simplified very much the 
Planning Department work in applying allowed times 
to the operation orders. 

To provide the Route Clerk with the information 
necessary to enable her to work to the plan described 
above, involved a very considerable amount of analysis 
and classification of product with respect to quality, 
operating sequences, operating times (related to stand- 
ard batch quantities) and similar information. The 
net result was the extreme simplification of the routing 
task. 


When the Route Clerk had indicated the combina- ~ 
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tions to be made, the tags and forms required were 


_ prepared by reference to the route sheet, the allowed 


times entered by the Time Study Department, and the 
further destiny of the routing passed into the hands 
of the Shop Order of Work Clerk. 

In contrast to the benefits inherent in the consolida- 
tion of innumerable small jobs into a reasonable num- 
ber of larger ones, it might seem that a more than com- 
pensatory burden was imposed on the Order of Work 
Clerk. What I means by this is simply that with 
changing combinations to effect, the problem of bring- 
ing batches together for assembly may seem to be 
intensified. For example, if the routing specified four 
batches at the hand-ironing operation to be combined 
into one operation at the next succeeding operation of 
ribboning, the danger of allowing the completion of 
the four batches at the hand-ironing operation to be 
spread out over a considerable period, is obvious. 
If batch No. 1 were completed today, and the last 
of the four two days hence, the tie-up of goods 
and facilities would be intolerable. The function of 
the Order of Work Clerk is to prevent just this sort 
of situation, and we found that the added necessity of 
performing this function properly was a good thing, 
both for the Order of Work Clerk and the Production 
Clerk, who was kept more closely in touch with the 
hourly activities of his most important assistant. The 
avoidance of a flood of petty transactions at the Plan- 
ning Department bulletin board eliminated confusion 
and harassing demands on the Order of Work Clerk’s 
time. He was enabled to inspect properly the condi- 
tion of the bulletin board, to make proper provision 
for work ahead, and, most important of all, to check 
frequently, regularly and carefully, the conditiun of 
the route sheets in the current file. Means were pro- 
vided whereby those combinations most likely to be de- 
layed could be easily checked by the Production Clerk 
or the Works Manager, and it was thus easy to develop 
in the Order of Work Clerk the habit of keeping on 
his toes. The exigency bred the remedy. 

In the early days of the installation a further check 
of the Order of Work Clerk’s activities was made by 
means of the regular taking of lists of jobs at the 
various stations in the shop. These lists were com- 
pared with the bulletin board and route sheets, and 
any wrong conditions brought to the attention of the 
Order of Work Clerk. Failure on his part to keep 
combinations moving would also inevitably and quickly 
tie up handling equipment, and bring complaints from 
movemen and gang-bosses in the shop. 
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The net result of all this was that dependence on com- 
binations in the routing of the major part of the shop 
production was the means of forcing a high standard 
of performance on the part of the Order of Work 
Clerk; perhaps a higher standard than would be the 
case with straight routing, because under the combina- 
tion scheme any shortcomings or neglect in the order- 
of-work fuunction were more quickly apparent and 
-measurable. In large part, also, this is the answer to 
the objection that might be raised to combination rout- 
ing; namely whether it would not result in an undue 
amount of work in process. The most common cause 
(outside of sales conditions, with which I am not 
dealing) of an excessive amount of work in process, is 
in non-existence of any order-of-work function worthy 
of the name. The routing I am describing demands 
and forces high efficiency in this function, and the spot- 
light that bears always on the Order of Work Clerk 
is comparable in intensity with, and a great deal more 
“productive of useful results than, the “strong light 
that beats upon a throne.” Moreover, as far as the 
amount of work ahead to be done is concerned, the 
rule followed of always having a second job assigned 
to each operator is not characteristic alone of com- 
bination routing, but was adopted as good, sound prac- 
tice. Jobs averaged in length five to six hours, and 
orders required on the average a week to ten days to 
go through the works. There is no reason inherent in 
combination routing for the fear that by its very na- 
ture it is likely to clutter up the plant. It was devised 
and installed solely to secure a steadier and more or- 
derly progress of work through the plant. It effected 
this purpose; and it is only uninterrupted progress of 
work that can keep down the work-in-process account. 

To sum up as far as the order-of-work function is 
concerned: combination routing meant fewer jobs to 
watch; a much decreased number of transactions at 
the bulletin board, with the resultant elimination of 
commotion, confusion, and (incidentally) of clerks; 
less changing of jobs and time cards by operators; a 
corresponding decrease in the number of transactions 
Landled by gang bosses, inspectors, and movemen; and 
a more peaceful, orderly administration all through the 
operating departments. The benefit accruing took all 
the curse off the old joke about being so busy running 
the system that you have no time to run the business. 

I believe that to this method of routing, which pro- 
_ vided jobs of respectable length, were also largely due 
the small measure of difficulty met in installing, and 
the highly satisfactory results secured from the task 
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and bonus scheme used. Gang bosses, inspectors and 
instructors were not required to dash about madly from 
operator to operator, giving inadequate attention to 
each job. On the contrary they could and did give 
to their functions a systematic and well-ordered at- 
tention that produced the results expected and desired 
of them. 

An interesting development of the routing was the 
control of storeroom operations from the bulletin board, 
in the same manner as all other operations in the shop. 
Failure to do this is a source of annoyance in the 
many shops where priority of issue of material is left 
entirely in the control of the Storekeeper. The Order 
of Work Clerk may as well control the issue or putting 
away of materials as any other work, and the store- 
room personnel may as well be on the same task and 
bonus basis as the other work-people. In many shops 
the sole reason why this is not done is because it seems 
impracticable to handle systematically a very large 
number of petty transactions. In this situation, com- 
bination routing is most valuable. 

Combination routing not only cuts down the number 
of different jobs in the shops and stores, and decreases 
storeroom transactions, but it also very appreciably 
diminishes planning room transactions such as balance 
sheet entries, payroll entries, production record entries, 
etc. It holds down the volume of current manufac- 
turing orders and route sheets, and generally contri- 
butes to an economical consolidation of both records 
and effort. 

I do not mean to imply that there were not difficul- 
ties about combination routing, but they were merely 
difficulties of installation. The operation of the method 
of routing I have been talking about, requires only the 
same unremitting, intelligent direction that good shop 
administration demands under any scheme. As a use- 
ful resource when confronted with the problem of 
small quantities and short operations, I suggest it for 
your consideration. 


(Following its reading, Mr. Walsh illustrated his paper by 
lantern slides. ) , 


DISCUSSION 


Cari G. BARTH:* In his paper Mr. Walsh has given 
us one concrete example of how the simple funda- 
mental principles for routing work and operations in 
an establishment must be specially worked out to suit 
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local conditions. In so far he has presented a lesson that 
should be of great service to the inexperienced who 
may undertake to establish a routing system under sim- 
ilar or kindred conditions that do not permit of the 
simplest and most elementary form of routing. 

However, it appears likely that Mr. Walsh has paid 
no attention to the question of cost finding in connec- 
tion with his combination routing, either because, at 
the time the same was instituted, cost finding was not 
attempted, or else because the cost-finding method in 
use was one of average-operation cost, or some other 
method different from cost finding by manufacturing 
lots of similar unit articles. 

In nearly every machine shop we are up against the 
problem of cost finding in connection with numerous 
short individual cost orders implying similar operations 
on a single machine. This has been solved in a fully 
satisfactory manner through a kind of combination 
routing that has to be effected by the Order of Work 
Clerk indeperdently of individual route sheets origi- 
nally prepared, at a time when it would be impossible 
to foresee with which other short operations a particu- 
lar short operation might eventually be performed. 

Whenever a number of job cards representing short 
operations appear as work on hand for a particular 
machine, the Order of Work Clerk stamps these in 
succession (in the space ordinarily set aside for the 
time stamping), Job No. 1, Job No. 2, etc. on Sum- 
mary of so many Jobs, and then clips them together 
with a so-called Summary Job Card, which is either 
a specially printed form or else merely a regular job 
card. This he stamps, Summary of so many Jobs 
Herewith, in the space ordinarily set aside for the 
charge of an individual operation job. 

In the body of this Summary Job Card he then enters 
the sum of the prices recorded on the individual job 
cards, in the case of simple piece work; both the sum 
of the total high rates and the sum of the total low 
rates and of the task times, in the case of differential 
piece rates; the sum of the bonuses and of the task 
times in the case of task with bonus; and, finally, the 
total premium time, in the case of premium work. 

In the settlement for the work where a time limit 
is implied, it is simply taken for granted that each indi- 
vidual operation has been done within its own time 
limit, if the total of the time limits recorded on the 
Summary Job Card has not been exceeded; and vice 
versa. | 

Different pay methods cannot be summarized in this 
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way, but in the case of plain day work it can be done, 
though this necessitates the operator marking down on 
each individual job card the time he spends on the work 
it calls for, in a manner such that the total will sub- 
stantially agree with the elapsed time eventually shown 
on his Summary Card. 

The operator is given credit on the payroll by refer- 
ence to the Summary Job Card alone, while this is of 
no interest to the cost department. 

I have had instances of more than eighty very short 
operations having thus been combined by means of a 
Summary Job Card, with still the cost of each opera- 
tion charged properly to its own cost order. 

In connection with the building (they were not man- 
ufactured) of gun carriages at the Watertown Arsenal, 
we had excellent examples of combination routing of 
parts belonging to the same cost order. Several of the 
parts of a gun carriage had to be partially machined 
together with other parts, as it did not pay to make 
the large expensive jigs that would have been required 
to machine them independently of each other. 

Each part had an independent route sheet, but this 
would at certain stages of partial machining show that 
the part had either to be moved to some other place to 
be machined together with one or more other parts, or 
how it at another stage perhaps had to await the partial 
completion of some other part, before a particular 
operation could be started. 

In a certain other machine shop a machine to be 
routed had thirteen different, but in a general way 
similar, cams to be machined. The engineer of limited 
experience in daily charge under an occasional visit by 
me, at first had an independent route sheet made for 
each cam; a matter at once, and correctly, criticized 
by the plant superintendent, who said that when they 
had no system he just had all these cams put in one 
tote box and sent from one machine to the other, each 
operator performing his particular operation on the 
cams that needed it, leaving the others alone, until 
eventually all cams were finished. When the matter 
was called to my attention, I had no difficulty in show- 
ing how a single route sheet, i.e., combination route 
sheet, would do, on the system, just what they had done 
before the advent of the system. 

Every shop and every industry has its own problems, 
and great ingenuity is always required in fitting the 
system to the particular needs of each place; and un- 
fortunately, the professional engineer can rarely hope 
to stay long enough at a place to get it all accomplished. 
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CLASSIFICATION AND STANDARDIZATION OF WORK 
AS A BASIS FOR DAY AND INCENTIVE WAGE RATES 


By Dwicut V. Merricx’ 


[* any plan of wage payment, whether it is day wage 
or some incentive plan, it is essential to classify and 
standardize the various kinds of work, operations or 
occupations according to certain modifying factors such 
as the length of time to attain proficiency, the degree of 
physical strength necessary, the precision and closeness 
of attention required, the danger of injury, and so on. 


These different classifications take the form of an hourly 


rate valuation. 

For a piece work plan, these hourly rate valuations 
serve as the Piece Work Base Rates, to which an incen- 
tive is added in order to determine the rate to be earned 
when the worker performs at the standard task time. 
These hourly rate valuations also serve as the basis for 
- figuring the earnings, for plans where the pay is based 
on an hourly rate plus a bonus or incentive, such as the 
Halsey premium and the Gantt task and fixed bonus 
plans. | 

In making up this standard classification it is usual 
to start with the day rates for the various kinds of work 
already in effect, on the assumption that they represent 
the prevailing rates of the community. This method 
of arriving at the rates is not truly scientific, because 
of the lack of precise means for measuring elements of 
proficiency required, the degree of strength necessary, 
and other modifying factors. However, a fair test of 
the accuracy of the ratings is the relative ability to get 
and to hold a sufficient number of workers in the sev- 
eral kinds of work, and it is probable that such tests 
show up to a greater advantage where the incentive 
form of payment is operative. Arriving at a classifica- 
tion in this manner is nothing more than the application 
of the supply and demand principle, and this analysis 
and relative rating affords a quick approximation of the 
normal market relationship worked out through long 
experience and generally accepted. 

In more or less indifferently managed concerns op- 
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gineer ; author of “Time Study as a Basis 
for Rate Setting.’ 


erating almost entirely by pfece work or by some other 
rating plan, where the rates are based on past earnings 
or set by guess, usually no attempt is made to stand- 
ardize and classify the day rates. Where such condi- 
tions prevail the day rates are apt to be too low in com- 
parison to what can be earned on piece work, and often 
purposely so, in order to make it an inducement for 
workers to prefer piece work to day work. Quite often 
where there are such conditions, the possible piece work 
earnings are more nearly comparable to the prevailing 
day rates of the community, than to the day rates plus 
an incentive, when the maximum production is attained. 
The latter is of course to be preferred. 

To standardize the day rates, in such cases it mav be 
advisable to list the piece work earnings for different 
occupations and compare them with the prevailing day 
rates of the community, and from this work out a 
classification. 

In the application of a piece work, task and bonus, 
premium or any other plan, an incentive is offered to in- 
duce the worker to expend his best efforts. These 
incentives may be classified under two heads: financial 
and non-financial. The first takes the form of in- 
creased earning over and above the prevailing wage 
when greater production is attained. The second, or 
non-financial, may take the form of a prospect of pro- 
motion, an expression of creative instinct, the desire 
to make, or some other human emotion. This latter 
type of incentive has not been developed to the same 
extent as the former in industry. 

In the practical application of any of the financial 
incentive plans for the industrial worker, this should 
take the form of an additional earning, in excess of the 
worker’s regular pay, and should be commensurate 
with the effort required for the accomplishment of the 
set task. In order to secure maximum output, it has 
been found that fairly definite percentages, depending 
on the character of the work, should be added to the 


regular rate of pay. 
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The late Frederick W. Taylor, in order to determine 
the amount of percentage to add as an incentive to the 
various kinds of work, made a series of tests somewhat 
along the following lines: First, time studies were 
taken and task times were computed for various kinds 
of work, from which rates were figured with various 
percentages of incentives, say from 8 to 20 per cent. 
These rates were given out to a large number of work- 
ers of more or less known qualifications, and the results 
noted. Where it appeared necessary to raise the per- 
centage to make a greater inducement, it was done. 
The following recommendations resulted : 


The writer has found, for example, after making many mis- 
takes above and below the proper mark, that to get the maxi- 
mum output for ordinary shop work requiring neither especial 
brains, very close application, skill, nor extra hard work, such for 
instance, as the more ordinary kinds of routine machine shop work, 
it is necessary to pay about 30 per cent more than the average. 
For ordinary day labor requiring little brains or special skill, 
but calling for strength, severe bodily exertion, and fatigue, it 
is necessary to pay from 50 per cent to 60 per cent above the 
average. For work requiring especial skill or brains, coupled 
with close application, but without severe bodily exertion, such 
as the more difficult and delicate machinist’s work, from 70 per 
cent to 80 per cent beyond the average. And for work requir- 
ing skill, brains, close application, strength, and severe bodily 
exertion, such, for instance, as that involved in operating a well 
run steam hammer doing miscellaneous work, from 80 per cent. 
to 100 per cent beyond the average.’ 


The general practice is to use a 25 to 35 per cent in- 
centive ; 25 per cent for the ordinary run of work is not 
sufficient. For convenience and simplicity, I like incen- 
tives that are multiples of three, and confine the classes 
to as few as possible; and I have succeeded in putting 
a large majority of work into two classes, namely, 
one-third and two-thirds of the regular wage, as an 
extra compensation. In some instances it has seemed 
desirable to increase the one-third incentive somewhat, 
and in these cases, I have used 50 per cent; again, for 
some work where the management was not disposed to 
allow the use of as much as one-third, I have used 25 
per cent and in fact as low as 20 per cent. 

For general purposes one-third and two-thirds incen- 
tives can be made to fill the requirements for nearly all 
of the work of a plant. The one-third incentive would 
be applied to the ordinary kinds of routine operations, 
requiring no particular mental concentration, close ap- 
plication, skill or hard work; then for the various de- 
grees of compensation, regulate by a variation in the 
hourly base rate. The two-thirds incentive would apply 
to possibly certain classes of day labor and work en- 
tailing skill, mental concentration, close application and 


* Taylor, “Shop Management,” p. 26. 
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bodily exertion or discomfort. Here also the various 
degrees of compensation would be regulated by a va- 
riation in the hourly base rate. 

The tabulation shown in Figure 1 illustrates a piece 
work base rate reference classification." 


CLass OPERATION BASE RATS 
Drilling parte PER SOUR SHOULD 
Drilling, countersinking, counter- 
boring, gage and sensitive drilling $0.35 $0.44 
3 Drilling clearance holes where work- 
ing holes are drilled before machin- 
ing and contering. 0.30 0.40 
Boring and countersinking........ ee 0.2? 0.36 
Boys’ WORK 0.21 0,28 
4 Heavy partes (weighing approxzi- 
mately 15 pounds each) where skill 
is required to hold the part to sise. 0.48 0.60 
8 Light parts (weighing approx imate- 
ly 8 pounds each) where skill is re- 
quired to hold parte to sise...... 0.70 
Reavy parts (weighing approzi- 
mately 15 pounds each) where there f 
pe) Light parte (weighing approximate- 
ly 8 pounds each) where there is no 
necessity for close sising....++++- 0.36 0.60 
Power milling 
Split allling, cotagon milling, and 
splining willing, where reliance is 
placed on the operator's skill to pro- 
5 Work where the piece is located by 
mechanical means, as pins, set- 
Dlooks, amd the eee 0.27 0.36 
Gand silling 
4 Work where there are delicate cuts, 
or cute requiring cece 0.30 0.40 
8 Clearance cuts only......-+ 0.24 0.32 
Work where the tor sete 
bie own 0.27 0.36 
3 Work where the dies are set for the 
a where upea 
operstor’s odtain prop 
OP 0.56 0.0 
» Work that is located by mechanical 
means, gach as pins, sot blocks, ané 


Figure 1 


It will be noticed in the preceding tabulation that the 
inducement on the drilling, milling, splining, and press- 
work operations is 33% per cent, while on the forg- 
ing operations, where skill, physical strength and dis- 
comfort from heat and gases must be endured, the in- 
ducement is set at 6634 per cent. 

The management exercises the same control of these 
base rates that it does of day rates. The time study 


* Merrick, “Time Studies as a Basis for Rate Setting,” p. 344. 
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department determines the task times and with the base 
rates, fixes the rate per unit. This process is parallel 
with the setting of the day rates which are necessary 
_ in day rate, premium and bonus plans. But it must be 
clearly understood that these base rates apply only to 
piece-work plans. 

For employing and promoting workers from one 
grade to another, it is necessary to show, in addition to 
the base rate classification, the minimum and maximum 
hourly rate for each occupation or operation, that is, a 
hiring or inexperienced workers’ rate, and a rate paid 
experienced employees. In standardizing such a classi- 
fication a start would be made with the lowest-paid, 
hourly rate of the plant, and this would be increased 
by a standard increment up to the maximum. The gen- 
erally accepted increment varies between 10 and 15 per 
cent. For convenience in figuring it is advisable to 
have integral numbers, and with a variation from 10 to 
15 per cent it is not difficult to work up a classification. 

For example: starting with a minimum per hour of 
(cents) 15, 17, 19, 21, 24, 27, 30, 34, 38, 42, 47, 52, 57, 
53, 69, 75, 84; 

From such a wage classification, the experienced 
worker’s rate for each occupation can be fixed to cor- 
respond to some figures in the classification. The mini- 
mum or hiring rate for this occupation could then start 
say two steps below, promotion being one step at a time. 
For example: If a rate for a certain occupation is de- 
termined to be 30 cents per hour for an experienced 
worker, then the hiring or inexperienced worker’s 
rate would be 24 cents. 

The piece work base rates for the different occupa- 
tions should correspond to the maximum day rates for 
those occupations, but for convenience in figuring, 
where incentives of one-third or two-thirds are stand- 
ards, it is desirable to have the task-earning a whole 
number, and in order that this may be accomplished 
the base rate should be divisible by three. To accom- 
plish this a few of the base rates would have to be made 
to differ slightly from the standard day rates. For 
example (Fig. 2): 


C2ETS PER 
Piece Work 
Rates 26 273 19} 21 26 27 30 Seb 59 57 65 69 75 86 


Figure 2 


If the hourly rate of a worker is below the base rate 
of his piece work job, he benefits ; but if the hourly rate 
is more, then the difference should be paid in addition 
to the earning on piece work. 
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For the Gantt bonus plan, time of performance plus 
a percentage of the task, the earnings are usually fig- 
ured on the worker’s hourly rate plus the incentive; 
therefore, only the incentive percentage need be shown 
for the various occupations. For the Halsey premium 
plan, the incentive percentage would be shown as is 
done for the Gantt plan. The following form (Fig. 3) 
can be made to fill the requirements of all of the plans 
recommended :* 


ne Power Milling | 
RIPTION WORK ANOARD HOURLY RATE RATE i + or 

Split Milling, | _2¢ 30 1 +0 

Oc! Mill: 

nen reliance 19 blaced 

operators im 

K 

DEPART MENT STANDARD RATE CARO 


Figure 3 


In describing a wage rate classification, mention has 
been made of several different incentive rating plans, 
and it therefore seems fitting to say something about 
their application—when and where they may best be 
used. There are only four financial incentive plans that 
I should feel disposed to recommend for work that 
can be definitely assigned to a worker: first, the Tay- 
lor differential piece work; second, flat or single rate 
piece work, giving the performance time or the produc- 
tion per hour expected, third, the Gantt task and fixed 
bonus; and fourth, the Halsey premium plan. It is 
understood, of course, in the application of any one of 
these, that time study is the basis for the determination 
of the rate and that the management makes ample pro- 
vision, with respect to all, for a thorough-going pro- 
duction control. 

Of these, the Taylor differential is more exacting in 
its demands on both the management and the worker. 
This two rate system, a high rate per piece when the 
work is performed in task time or better, and a low 
rate when it falls below, of a necessity makes both the 
management and worker get together. For the worker 
will not willingly accept a lower rate per piece, if it 
is no fault of his that he is unable to perform in task 
time, while on the other hand the management, having 
to look into the conditions to find out the reason for a 
low rate, will, if the conditions are at all remediable, 
as they usually are, take steps to prevent such things 


* This classification does not coincide with the base rates on 
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happening again. The very fact that it is exacting 
is to its credit—for the reason that it has to be coupled 
with a high type of management. It has been demon- 
strated that it can be successfully operated to the satis- 
faction of the worker as well as of the management. 
One concern to my knowledge has had this system 
in operation fifteen years, and periodically the question 
comes up, whether the low rate feature should be dis- 
continued; to date discontinuance has been over-ruled 
by the foremen each time. As a matter of fact in 
all these years the low rate paid has never amounted 
to 1 per cent of the total wage paid. This concern 
is the only one of which I know where this system 
is in operation in its true form. 

Very little is known about the Taylor differential 
piece work system, and probably for the reason that 
almost always when incentive systems are to be in- 
troduced, the introducers either want to work out their 
own ideas with the thought that a system can be made 
operative with little preparation, instead of first study- 
ing up the good existing systems, select one and then 
establish an adequate production control and scien- 
tific time study, and by so doing make a success of 
what otherwise might in time bring about dissatisfied 
workers. Therefore, when the Taylor system is sug- 
gested the usual criticism is that it is too exacting. 

The flat or single rate system accompanied by the 
task time or the hourly production is an excellent plan. 
Such a system might require the performance of a 
task before the piece rate is paid, and in the event that 
the task is not accomplished, allow the day rate for 
the time taken; or pay per piece and depend on the 
worker’s record of earnings to show management in- 
efficiencies or the worker’s standing as a piece worker, 
and whether it is advisable to keep him on such work. 
In well-organized establishments some person is al- 
ways in touch with the workers, and whenever the 
latter are unable to meet task times, he investigates 
immediately and is able to correct any existing bad 
conditions. 

The tendency these days is to guarantee the workers 
an hourly earning. This is often done where piece 
work plans are in effect. } 

Two excellent outstanding features of a piece work 
plan are: first, the worker gets the benefits of his 
efforts—the quicker the time of performance, the 
greater the earning per hour; second, the simplicity 
figuring the earning of the worker. | 

The Gantt task and fixed bonus amounts to a single 
piece rate system when the work is performed in 
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task time, for then the worker is paid at his hourly 
rate for task time plus the bonus or incentive as an 
extra compensation. This bonus is a percentage of 
the task time. However, if the worker takes longer 
than the task time, he receives only his regular rate 
for the time taken. This system, as with a piece work 
system, allows the worker the benefit of his efforts. 
Gantt’s original task and bonus did not allow the 
worker the full benefit of his efforts. With this lat- 
ter plan, when the work was performed in task time 
or better, the worker was paid for the time taken at 
his hourly rate plus a bonus which was a percentage 
of the task time, as an extra compensation. For ex- 
ample, if a task time was sixty minutes and the bonus 
was one third of this, or twenty minutes, and if the 
work was done in thirty minutes, the pay would be for 
thirty minutes at the hourly rate plus twenty minutes 
extra at the hourly rate. The Gantt revised plan, 
task and fixed bonus, pays sixty minutes time at the 
hourly rate plus the twenty minutes extra at the hour- 
ly rate for the task performance or anything better. 
‘his corresponds to what is done in a straight piece 
work system. 

The Halsey premium plan, as originally conceived, 
fixed a time to complete a specific piece of work, and 
dividing the time saved, if the work was done in less 
than this time, between the company and the worker, 
on a prearranged basis. The premium time was arrived 
at from records of past performance. However, the 
Halsey plan is easily adapted to the refinements of 
time study, and in its application a task time is first 
determined from which a premium time is figured, so 
that when the work is performed in task time a pre- 
determined amount is earned. If it is planned that 
this amount is to be a 331/3 per cent incentive, then 
66 2/3 per cent of the task time is added to the task 
time, for the premium time. Then if the work is 
performed in task time, 662/3 per cent of the time 
is saved, half of which, or 33 1/3 per cent, is the in- 
centive time allowed the worker; this in addition to 
the actual time taken. The earning then amounts to 
the sum of this time, times the worker’s rate. - 

For example: if a task time to perform a piece of 
work has been determined by time study to be nine 
hours, then 66 2/3 per cent of this time, or six hours, 
is added to it, giving a premium time of fifteen hours. 
Then if the work is performed in the task time of 
nine hours, the worker’s incentive is half of the time 
saved or three hours. His earnings then will be the 
time of performance (nine hours) plus the incentive 
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(three hours) times his hourly rate, whatever that 
may be. 

As the earnings are based on the time taken plus 
half of the time saved, the cost per piece is greater 
than on a piece work plan, based on the task time plus 
a 331/3 per cent incentive, for all performances be- 
tween the premium time set and the task time. At 
task time it is the same as piece work, then as the 
time becomes less the cost per piece lessens. This is 
not the case with the piece work or Gantt plans; 
in these the cost and the earning per piece remain 
the same, regardless of how quickly the work is done, 
and therefore it offers a greater incentive to the worker 
and allows him the full benefit of his efforts. 

The foregoing is only a brief description of what, 
I think, are the four best financial incentive wage- 
payment plans; namely, Taylor’s differential piece 
work; a single rate or flat piece work, giving a task 
time or a production per hour; Gantt’s task and fixed 
bonus, and Halsey’s premium plan. This brief de- 
scription is sufficient to call them to mind, for so much 
has already been written about them that it can be 
taken for granted that they are comparatively well 
understood. 

During my career I have had practical experience 
with a great many different kinds of wage-payment 
plans, and have come to the conclusion that the four 
just referred to give as good a list from which to 
choose, as can be found. In this connection a situa- 
tion may come up where special conditions have to be 
met, but then it is an easy matter to modify the plan 
chosen from this list to meet it. 

Personally, I prefer a straight piece work plan to 
any other; it is more concise and conveys to the work- 
er’s mind a definite earning, and as the time of per- 
formance decreases the earning per hour increases 
in direct proportion, which is no more than justice 
to the worker. Also the matter of figuring the 
earning for the payroll is a simple calculation, and 
with the knowledge of the basis for the piece rate 
(the base rate), it can readily be determined whether 
the worker has performed in task time and, there- 
fore, earned at least the amount expected; and by 
keeping up this standard one can be more assured of a 
contended employee. In addition it is a plan that is 
more generally understood by the large majority of. 
workers. 

Of the piece work plans described, the Taylor dif- 
ferential is the most exacting. The other piece work 
plan offers an excellent substitute and would probably 
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have fewer objectors. Nevertheless, of all the plans 
that have been devised, the Taylor differential is the 
most scientific and efficient, for it brings out the best 
in both the worker and the management. The Gantt 
task and fixed bonus becomes a piece work plan when 
the task is equaled or bettered, but is not so simple 
to handle as piece work. If it is desirable to guarantee 
a day rate it can be done as easily with piece work as 
with the Gantt bonus plan. However, the Gantt plan 
is an exceedingly good one. 

The Halsey premium plan is entirely different from 
any of the others. The mere fact that the premium 
time set is so much greater than the task or standard 
time of performance, offers an opportunity for some 
extra earnings, with considerable less effort, and in 
this way would serve in a measure as a training school 
for beginners under incentive methods. However, I 
do not feel that such a step is necessary with respect 
to the more efficient incentive plans, such as piece work, 
the Gantt bonus plan and the day wage plan. With 


the proper precautions and consideration for the work- 
ers taken into account, there need be no difficulty in 


introducing the more efficient plans from the start. 
Nevertheless, there is a place where no other plan 
serves a better purpose, and that is under conditions 
where it will require an indeterminate amount of time 
to establish an adequate production control, and it 
is considered advisable to start some kind of an in- 
centive plan; but then it should be thoroughly under- 
stood that conditions are not standard, and that as units 
are standardized, correction will be made in every thing 
that has any bearing on it. So in course of time a 
change can be made to the more efficient wage-pay- 
ment plans. There should be no objection to this 
change as far as the workers are concerned, if they 
thoroughly understand these other plans, for they 
would realize the great opportunity of a higher earn- 
ing per hour in performances less than the task time. 

Always in the introduction of any incentive plan, 
consideration must be given to an adequate production 
control. This implies in general a standardization 
of the equipment and of the methods of planning, 
scheduling, moving material, and issuing work to the 
workers, which is nothing more than assuring a plenti- 
ful supply of smooth flowing work throughout the de- 
partment. It is equally important to acquaint every- 
one who will be in any way affected with the purposes 
and nature of the plan, and win cooperation. With 
a smooth flow of work for, and the time for the per- 
formance of work determined by time study, or by 


> 
| 
A 
4 
2 
by 
a 
¥ 
4 
* 
2 
4 
* 
og 


August, 1922 


some means equally as accurate, and made known; 
with information concerning what the extra earnings 
would be if performed in standard time; and with 
assistance available during performance in the way of 
instructions and competent foremanship; then objec- 
tions and hostility, if any, will practically disappear. 
The merits and demerits of the many different wage- 
payment plans have appeared in print many times, and 
usually each writer has some particular existing plan 
that he defends against all others, or attempts to show 
the merits of a plan that he has invented himself. 
However, above all things what is wanted is a simple 
plan, involving a definite amount of work in a given 
amount of time and, when it is accomplished, a sub- 
stantial reward. It should be one readily understood 


by the worker and simple in its computation as to what 


has been earned. And, in order to obtain high wages, 
low labor costs, and lasting industrial harmony under 
any plan, constant intelligent supervision is necessary, 
and consideration must be given such matters as assist- 
ing the worker who finds difficulty in performing with- 
in the time set, reconsidering times that have been 
set, which in actual operation seem to be inaccurate 
and unfair, and many other things that may come up 
during the course of a day’s work. With these matters 
properly supervised, a high standard of production can 
be maintained. 

Whatever the particular wage system, the employer 
must manifest good faith in the maintenance of rates. 
One of the great evils of the past has been arbitrary 
cutting of piece rates. The employer cannot guarantee 
the permanence of base rates, for these are subject to 
varying business conditions. But the time allowances 
for the performance of tasks should be determined by 


BULLETIN OF THE TAYLOR SOCIETY 141 


such precise time-study analysis and proven by such 
rigid production try-outs that these can be guaranteed. 
One concern printed the following guarantee on the 
workmen’s rate cards: 


The Company guarantees that the Base Rate = not be 

ed as | as there is no Radical change in the Business 

and Industrial itions, and Guarantees that the Time Allow- 

ance will not be changed as long as the method described on 
the Instruction Card is in effect. 


There are instances where incentive plans and a 
department for its control have been developed in plants 
to a high point of efficiency, and continued on this 
plane for a number of years. In such instances pro- 
duction has been increased many fold, labor costs ma- 
terially reduced, and wages increased, with a conse- 
quence of harmonious industrial relationship. There 
has usually, however, been no opportunity for the de- 
tail comparison of new conditions with old conditions, 
for the reason that the older conditions did not furnish 
adequate and comparable records. It has been possible 
usually only to show that unit costs have been de- 
creased. 

Sometimes, after such a rate-fixing department has 
been developed, general conditions have brought about 
a change in organization—a change in management, or 
a frantic desire to reduce expenses, or some other in- 
fluence. The experienced rate-fixing head may have 
been promoted without a competent understudy having 
being trained, or he may have been called elsewhere 
and the supervision left to some clerk. For a time the 
good results have continued, but eventually, without 
the most competent supervision, the rate-fixing de- 
partment has deteriorated and conditions returned to 
what they were before the establishment of such a 
department. 


HE psychological effect of extreme specialization is an in- 
teresting study also from the point of view of productivity 
itself. The Taylor System certainly errs in considering 
only the individual productivity of a given worker at a given 
moment. The productive capacity of industry in general de- 
ds indeed on other factors; notably the stability of the work- 
ing force, which is obviously influenced by the amount of satis- 
faction which the workers derive from their work. This has 
been given serious attention by the Dennison Manufacturing 
Company of Framingham, Mass.: . . . . “The essential feature 
of our method of ‘efficiency’ is the importance which we attach 
- the psychological element. For instance, we consider it im- 
ag the worker see his finished product. Consequently, 

“4 poo instances we avoid extreme division of labor, even when 
ef. . rs at first glance that the productivity of an individual 
might on that account not be so high. We are disposed 


if necessary to accept the higher unit cost of a given operation, 
even to the extent of twenty-five or thirty per cent, if that en- 
ables us to avoid an excessive rapidity of operation. We be- 
lieve it gives better returns in the long run, for it conserves the 
worker's interest in his work, ultimaely increases his profes- 
sional skill, and above all inspires him to remain in our employ. 
The last factor enables us to avoid the very considerable ex- 
pense which results from changes of personnel.” 

Apropos of the cost of changes in working personnel, it has 
been computed that each time a commercial house or bank in 


_ New York replaces an gs a ge there is suffered on the average 


a positive loss of $ is is obviously a genuine economic 
waste which has . be borne by the consumer. 

(Translated from “Au Pays du Taylorisme,” by Henri de 
Man, published by Le Peuple, 35 Rue des Sables, Brussels, 
Belgium.) 
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~ PERFORMANCE RATINGS AND BONUSES FOR SALARIED 
EMPLOYEES' 


By Howarp G. BENEDICT’ 


ITH all of us who have had the organization, 
direction and executive supervision of the work 
of others there has doubtless been a rather general 
desire for and a reaching out after something really 
tangible with which to measure the performance of 
salaried employees and to act as a stimulus to better 
effort and accomplishment by them. 
1. The Need for Ratings 
We have been careful when engaging new employees 
not only to analyze their apparent qualifications for 
the jobs, but to inquire of their previous employers as 
to their records, frequently sending out for this purpose 
blanks which list quite a number of general qualifications 
on which we wish the former employers to indicate their 
records. And yet how many concerns really make a well- 
defined attempt to determine the standings of their em- 
ployees while théy are still with them, and have any 
records at all showing what their ratings are, or, most 
important of all for the executive to know, the specific 
occasions for establishing such ratings? The inquiries 
we may make under such circumstances are usually 
answered at best only upon the basis of the general 
impressions that have been left behind, frequently 
colored with the haphazard yet freely expressed opin- 
ions of their fellows, who may or may not have had 
personal reasons for being glad to see such a man 
leave, or to unduly credit or discredit his work. Yet 
this attempt to check up our new men shows the trend 
in the direction of definitely rating the performance 
of such employees. _ 
_ When we come to a consideration of salary adjust- 
ments, we have often felt the need of a “yard stick’’ 
to measure these salaried employees. When a man 
comes to you for an increase in salary, he is at least 
‘in hope of getting it. He may be in the class with 
those who ask for increases periodically regardless 
oun a meeting of the Taylor Society, 
* Consulting Engineer in Management, Cleveland, Ohio. 


of merit, and who then turned down remark com- 
placently, “Well, it didn’t do any harm to ask, any- 
way ;” or he may be one who definitely knows that he 
has earned as increase by his attention to the details 
of his work. It may be just as much an injury to the 
business to grant an increase to the former as to with- 
hold an increase from the latter. Yet your general 
impressions of past performances of a subordinate (and 
these tempered by the time elapsed since their occur- 
rence) is a pretty poor basis for passing upon the 
value of an employee to the business. 

We must remember at all times that we are really 
building men. The product of our plant may be ma- 
chines or garments or what not, but if we fail to bring 
out the best in those who contribute their efforts, we 
are failing morally in our duty to the “other fellow,” 
and we are failing financially to produce our product 
at as low a price as we should. So in whatever way 
we can bring out and develop the best that is in our 
employees (and this not in any patronizing, welfare 
or uplift way, but as a matter of fair and just ap- 
praisal of efforts exerted and encouragement for still 
better effort), it is in every way just as much to our 
own advantage as it is to theirs. 

For a good many years we have issued standard 
practice and standard routine written instructions for 
the carrying out of practically every detail that is called 
for in the factory and office, and we need just as much 
to know that this routine is being followed and to 
reward each individual for carrying out his or her 
work in more than an ordinary measure of interest, 
cooperation, skill and accuracy. 

In reorganizing a plant, as soon as proper stand- 
ards are established and tasks set, our hourly work- 
ers are usually put on bonus, premium or differential 
piece work, and we endeavor to have a standard of 
daily, hourly or unit output by which to measure the 
results of each man’s work. We have also for many 
years set standards of detail performance, means of 
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measurement and bonuses for rapidly and accurately 
executing tasks in many other directions than strict 
production, as witnessed by the standard routine and 
bonuses for gang bosses, instructors, inspectors, tool 
room attendants, tool messengers, move men, set-up 
men and machine helpers, sweepers, firemen, mill- 
wrights, and so on, as well as for washing windows, 
cleaning boilers, and in various divisions of sales ef- 
forts, and for typing, posting and numerous other 
clerical functions in the office. : 

But it is in the work of our superintendents, depart- 
ment heads, functional foremen, clerks, understudies, 
and others, the results of whose efforts cannot be so 
easily measured, that we have felt the need of some- 
thing by which we can really know whether they are 
continually executing anywhere near 100 per cent on 
their individual daily performances and really quali- 
fying for further responsibilities. These are the men 
we are depending upon to carry out our policies and 
plans, and we need a means of accurately measuring 
the results of each one’s work, and this measurement 
carried out so that it shows up the unsuspected “weak 
sisters” and the “Alibi Ikes,” and also the newly de- 
veloping really strong men of the organization, and 
so that they know it affects their own standing as to 
job and salary as well as the amount of the bonus 
coming to them as a result of their day’s or week’s 
or month’s rating. 

And in many plants, it is not merely in the detail 
duties and functions of their particular jobs that this 
need has been felt, for we have for many years paid 
bonuses to many of these men for the execution of 
their specific duties. It is rather more in matters of 
attitude and cooperation, reliability, ability, action, 
leadership and personal qualities, that we have felt 
the urgent need for a “yard stick” to measure up our 
men and women on the points that go to make up 
first-class business individuals in general. Along with 
this goes the rating of each one on his performance 
of duties of his particular job, but the qualities com- 
ing under the headings just enumerated carry a much 
larger measure of value in determining an employee’s 
“net worth” to the business and to himself. 

How many times have you gone through the plant 
and in checking up a foreman, gang boss, despatcher 
or move man, have called his attention to congestion 
or disorder, a high percentage of spoilage, lack of 
discipline, idle machines or men, excessive costs or 
a score of other recurring deficiencies, only to have 
him make a spasmodic and perhaps half-hearted, in- 
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effective attempt at correction, and before your criti- 
cism was hardly cold, drift back into the old rut, or 
make excuses and “pass the buck” to someone else, 
knowing that real cooperation with his fellow fore- 
men and workers had no definite money value which 
directly affected his own bank account that particular 
week or month? 

Unless a rating is made and a bonus incentive 
offered for a high degree of daily performance, this 
outcome is apt to become a frequent or regular occur- 
rence. It is to cure these conditions, and to cause 
them all to reflect a definite effect upon these em- 
ployees’ individual ratings, that this plan is utilized. 

There is really nothing intrinsically new about this 
plan of rating salaried workers, except perhaps that 
it is carried a little further up the line than usual 
to include department heads and factory executives, 
and that we have made an attempt to analyze the ele- 
mental qualities that go to make up a first-class man 
in matters of cooperation, reliability, ability, action, 
leadership and personality, and that we provide for 
its functioning by the participation of the employees 
themselves in bringing to attention all matters which 
should be considered in determining all ratings, and 
really making these employees helpful in such par- 
ticipation in their industrial relations and the success 
of the business. 

It is almost impossible to take up any phase of 
management and administration which has not been 
pretty well covered, in principle at least, by the work 
of Frederick W. Taylor. If it were not for the early 
work of Mr. Taylor in coordinating all shop activities 
and establishing standards of performance for prac- 
tically everything that is called for in the operation 
of the plant, with bonuses for their correct and rapid 
accomplishment, and in stimulating others to extend 
his work still further, it is very doubtful whether we 
should be anywhere near where we are today in this 
particular development as well as in every other phase 
of management. Many a concern has inaugurated a 
beautiful plan of this, that or the other feature of 
management and control, and felt that it was their 
exclusive invention, only to find when they looked 
around that Taylor had many years before worked 


out that problem to a much more complete and prac- 


tical conclusion, and perhaps long ago discarded some 
of the features since brought forward as new. 
There has been a good deal of talk of job analysis, 
rating schemes, clerical tasks, and so on, as compara- 
tively new things of the last few years, yet the job 


by 
ba: 
zai: 
> 
> 
{ 
i 
p | 


144 | BULLETIN OF THE 


analyses and standing orders with bonuses for the 
routine duties of a large number of the salaried em- 
ployees and day workers on other than production 
work, instituted by Mr. Hathaway under Taylor's 
direction at the Tabor Manufacturing Co. in 1905, 
sixteen years ago, were masterpieces and far excelled 
many that have been independently developed by others 
in recent years. These covered certain phases of atti- 
tude and cooperation, as the bonuses were revokable 
by the superintendent for such causes as inattention 
to business or improper behavior. In 1903 Taylor told 
me how essential he felt to be the issuing of such 
detailed specifications of duties and the providing of 
incentives for their proper performance. Mr. Hatha- 
way and Mr. Barth confirm my impression that such 
procedure was at that time generally regarded as being 
one of the features of the Taylor System, that Tay- 
lor very early recognized the possibility of studying 
most all human effort in the plant and office, and 
many years before (I am confident between thirty and 
forty years ago) utilized standard duties with one 
kind or another of bonus or piece rates for many plan- 
ning room, clerical and supervising positions that are 
usually salaried. Many of these tasks called for the 
given day’s work to be done each day even if the 
party had to stay overtime to get it done. So when 
you get right down to it, there is really comparatively 
little that is new “under the sun.” 

The rating of cooperation, however, and the other 
qualifications that go to make up a general first-class 


man outside of the specific requirements of his job, 


has not previously had as much consideration or at- 
tempt at gauging as closely. However, in 1914, after 
a number of years of less complete measurement, i 
finally seriously undertook it in addition to the pre- 
viously used rating of job performance, in order to 
forestall, meet and eliminate the obstruction, lack of 
cooperation, resistance to progress and change of 
method that so often here and there in an organiza- 
tion has been an issue that has to be met and elim- 
inated, frequently through much sweating of blood 
and resort to strenuous measures. 

Within an organization we shall always have differ- 
ences of opinion—we want them, helpful, open-minded 
opinions, the results of individual thinking—but 
when, after considering and weighing these different 
opinions, certain policies and plans of action are de- 
cided upon, then the different divergent views should 
be subordinated to making the plan a success along 
the lines of the policy adopted by the business, even 
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though it may be at considerable variance with an 
individual’s previous stand. 

It should be recognized at the outset, however, that 
for the intelligent acceptance and wholehearted carry- 
ing out of any new policy or plan (including this one), 
it is essential that it be thoroughly sold to those who 
are affected by it. In such selling of new plans as 
to their fairness, benefits and practical working, lies 
one of the most essential responsibilities of the execu- 
tive heads of the business. 

This plan of performance ratings as finally carried 
out is not the development of any pet theory, but the 
outgrowth of the actual steps necessitated in the en- 


‘forced meeting of these situations and the search for 


a better and strictly practical means of stimulating co- 
operation where it had previously been sadly lacking, 
and of gradually meeting a long recognized need of 
knowing what quality and quantity of performance each 
member of the organization was actually contributing 
to the business. 


2. Rating by Elements 

In laying out the plan to be followed, we want, in 
the first place, a method whereby each salaried em- 
ployee can be checked up, and can check himself up 
on the numerous points which constitute a first-class 
man in his capacity. Knowing what is expected of 
him and what his standing is each rating period, as 
well as the qualities and occurrences which go to make 
it up, he is enabled to profit by them and bring up the 
efficiency of his work and standing in future by over- 
coming his deficiencies. 

We have endeavored to analyze what qualities go 
to make up a first-class man—a man who will stand 
100 per cent on everything which makes for success 
as a business individual in general. This list of qual- 
ities is not considered conclusive by any means, but 
an effort has been made so to segregate the various 
qualities and their elements, that the performance on | 
each one of these can be rated independently of the 
others. This list is added to from time to time as 
matters come up which need to enter the rating, and 
it is understood by all concerned that the rating is 
therefore not necessarily confined to the qualities cov- 
ered by the list (which is furnished to each one), but 
that they are apt to be rated on additional ones as 
occasion may require, these being added to the list 
for future ratings. 

The degree of value of any mode of measurement, 
I always feel, lies in the distance we get from gen- 
eral deductions. No one, no matter how clever, car 
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accurately and justly pass on the value of a man in 
the general terms of cooperation, reliability, ability, 
action, leadership, personality, and job requirements, 
without first breaking down these qualities into their 
primal elements. Each of these is too big and too 
general a classification to admit of valuation except 
by the total of the ratings on the elements going to 
make up each of these qualities. 

In order to be able to set proper standards for 
machine performance, it is necessary for us to break 
down the machine operation into its elements, analyze, 
and by slide rule or otherwise, determine maximum or 
relative values for each of the twelve variable elements 
entering into the machine operations. Each one of 
these elements affects the whole operation so much that 
the possibilities of the machine cannot be determined 
until the possibilities of each of these have been sep- 
arately and relatively established. As Taylor has 
said:? “It will be evident that the mechanic, expert 
or mathematician does not live who, without the aid 
of a slide rule or its equivalent, can hold in his head 
these twelve variables and measure their joint effect 
upon the problem.” How much less possible is~it 
for a person to hold in his head and measure the 
joint effect of the more than a hundred variable ele- 
mental qualities of a first-class man! 

In order to € an accurate task for a factory worker, 
the variable machine possibilities must not only be 
definitely determined, but in our time studies we break 
down an operation into its primal elements of motions 
and then evaluate these elements before we can ac- 
curately state the correct time for the whole operation. 

Should we, therefore, try to establish a rating of 
an individual until we have first established ratings on 
the elements going to make up the qualities which 
we look for in this individual? If we do, we are re- 
verting to rule-of-thumb measurement, which we have 
been trying to get away from these many years. 

Therefore under Attitude and Cooperation we check 
up and rate on nineteen elemental qualities; under 
Reliability, five; under Ability we have fourteen ele- 
ments; under Action we have twenty-one; under Lead- 
ership, fifteen; under Personality, seventeen. Each of 
these elemental qualities is given a value which will 
represent the percentage or points which will be de- 
ducted from 100 per cent for the total absence or 
zero marking on this element, with proportional ratings 
for the varying degrees in which such elements prevail. 


*“On the Art of Cutting Metals,” p. 32. 
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Then the requirements of each person’s own duties, 
functions and responsibilities are analyzed, the ele- 
ments are listed, and values similarly assigned to each. 
These job elements of course vary both in number 
and valuation with each individual. | 

In submitting the list of elements on which ratings 
have been based, I want to emphasize that I believe 
it is far from perfect and conclusive, and is submitted 
only incidentally to illustrate the point of rating by 
elements rather than to try to lay before you a com- 
plete, fixed or final standard of the particular units 
and the weighting of these units of measurements ; 
and the groupings are primarily for convenience in 
listing the specific qualities rather than as necessarily 
accurate designations of the sum of items listed there- 
under. Along with the discussion that may be brought 
out, it will be remembered that these elements are 
those that have been called for in meeting the atti- 
tudes and tendencies displayed in certain organizations. 
The original list of elements started with has been 
added to frequently as needs have come up; others 
which it was earlier thought were going to be quite 
important, have been eliminated. Those remaining 
have stood the test of frequent application and meas- 
urement, and though they will doubtless be altered in 
future, have been instrumental in bringing about a 
more healthy team-work, loyalty and individual effort 
in such organizations. In other plants, a somewhat 
different line-up of points of rating might be desir- 
able, and I dare say, to a certain extent, would be 
desirable. In a similar manner, the method of arriv- 
ing at the markings of each person is the result of 
the elimination of several earlier forms of establishing 
these standings, and may yet be changed if a more 
effective way is found. 

The idea that I want to put across, and as strongly 
as possibly, however, is that we should adopt some 
means of measurement of salaried employees, that it 
should be based on the evaluation of definite elemental 
qualities, and determined not from general and vague 
impressions or opinions but from actual and specific 
instances of which memoranda is made at the time 
of occurrence, that its operating should be open and 
above board, and that to be successful as an incentive, 
it should be accompanied by both moral and financial 
rewards for high degree of performance. 

The comparative weightings of the elements is a 
matter which I believe should be given extensive future 
study in various plants, and there is much to be gained 
by the joint study of these points by a group or com- 
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mittee of members of this Society working along such clear and easily understood by the persons affected. 


lines. 


To this end, in many cases we show the negative and 


In outlining to the employees in an organization the intermediate, as well as the positive qualities rated, 
qualities and activities upon which performance ratings so that the employees can steer clear of the negative 
will be marked, an attempt is made to make each o1ie and intermediate on such points. 


The following illustrate the elements used for rating the qualifications of a first-class man in general, to 
which are appended the requirements of specific jobs: 
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A. ATTITUDE AND CO-OPERATION 


POSITIVE NEGATIVE 
Ability to secure cooperation of others........ Inability to secure cooperation cr ability to only by 
| playing favorites. 
Follows line of organization and authority...... Disorganizer, oversteps his authority. 
Inclination to see and assist beyond own sphere, 
Readiness to shoulder responsibility for own “Passing the buck.” 
toward others and trying to put them “in 
a hole.”’ 
Gives due eredit to others................... — ridicules or ‘hangs the crepe” on the efforts of 
others. 
Constructive attitude and helpful suggestions or 
Disintegrating, demoralizing, destructive criticism, 
“crabbing,” fault-finding, vindictiveness, “getting 
even.” 


Calls attention of proper parties to seeming Follows orders blindly regardless of any seeming incon- 
wrong conditions or inconsistencies of prac- sistency or advisability of change; attitude of “not my 


Peaceableness ........ Participating in disputes...... Trouble making and fostering disputes. 

Stability and courage of convictions........... Vacillating, keeping to the “middle of the road” so can 


switch either way. 
Reporting all violations of rules, discipline, errors. 
oversights, etc., which come or should come 


under observation. 
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B. RELIABILITY 


C. ABILITY 


Trade skill and competency. 

Technical knowledge. 

Ease and inclination to learn and increase ability. 
Aptitude and handiness in new tasks. 

Quickness to grasp and understand a point of view. 
Mechanical sense. 


Exceptional mental alertness ............. Listless. 


4 
Al3. 
Al4. 
Al5. 
Al 
Al18. 


August, 1922 


D10. 


NK 


E10. 


bet 
NEO 


BULLETIN OF THE TAYLOR SOCIETY 147 


Originality. 

Tactless 

Expression of ideas. 

Promptness in executing work and orders with 

Completeness and thoroughness of work assigned.................0..45. Work only partly completed. 
Systematic in going about tasks............. nsystematic 
Efficiency and non-repetition of action. 

Accuracy. 

Rapidity. 

Regularity in attendance. 

Punctuality. 

Years of service. 

Supervision required. 

Foresight, thoughtfulness and planning........ .... Hindsight, heedlessness and no planning of work. 
Economy and care of business property, its free- 

dom from dirt, rust, deterioration, etc............ Extravagance and negligence of business property. 
Detecting and reporting wastes and leakages. 

Suggestions for improvement. g 


Correctness in filling out forms and records. 


E. LEADERSHIP 


Ability to instruct in detail. 

Ability to issue clear and intelligent orders and 
make self understood. 

Ability to harmonize conflicting conditions. 

Supervising ability and inclination. 

Orderliness and neatness of employees. 

Coordination of forces at commond. 

Discretion, prudence and reasoning. 


Interrogation methoG. Criticism... Supercritical. 
Partiality. 
Illogical. 
F. PERSONALITY 
Interest in work. 
Observation. 
Self-control. 
Calmness and poise ........... Excitableness. 
Callous 
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F14. Personality, bearing and address. 
J. SPECIFIC JOB REQUIREMENTS 
INSTRUCTORS (functional foremen) IN PRODUCTION DEPARTMENT 
J 1. Attentiveness of workers to tasks, freedom from loafing and unnecessary absence from work stations. 
J 2. Promptness of workers in starting work mornings, noons and after recesses, and not stopping or washing 
up before bell at quitting time. 
} 3. Promptness and accuracy of employees in following instructions. 
j 4. Rapidity of workers. 
j 5. Percentage of Premium or Bonus earned in department to total time on premium jobs. 
| 6. Percentage of inspection rejections. 
| 7. Percentage of Re-work and Salvage of faulty work. 
J} 8. Percentage of Scrap or entirely spoiled work. 
J 9. Promptness in remedying trouble per inspectors’ reports of rejections. 
J10. Promptness and persistence in advising Despatcher of assignment of workers to jobs for which they are 


not fitted. 


Jll. Percentage of time lost waiting for tools or set-up. 
Promptness in setting up of jobs after Despatcher posts them on Planning Board as ready, and in actually 


Ji2. 

starting the workers after Despatcher assigns jobs. 
J13. Promptness in returning dull tools to tool room for replacement. 
J14. Condition of tools permanently charged out. 


715. Promptness in reporting breakdowns or repairs needed. 


assemblies. 


to the jobs they are actually working on. 


Promptness and thoroughness in getting replacements from storeroom for defective parts received at 


Freedom from missing parts and parts left on floor, aisles, machines or benches. 
Proper handling and care of work at operations in orderly shape and with tags properly attached. 
Seeing that all workers properly display their Job Cards in clips at machines and that they correspond 


J20. Employees’ care and economy of company property. 


Low percentage of overhead material. 
J22. Low percentage of overhead labor. 


J23. Low percentage of workers’ tardiness. 
J24. Low percentage of absentees. 
J25. Freedom from accidents. 


J26. Freedom from fire risks. 
27. Maintenance and use of safety devices. 
Employees’ suggestions for improvements. 


Mechanism for Functioning 

Nearly everyone has for years, of course, been used 
to the practice of issuing written inter-department com- 
munications, these frequently having printed headings, 
“Avoid Verbal Orders,” “Verbal Orders Don’t Go,” 
etc. These inter-department memoranda are now 
made to cover all matters in the inter-relations of all 
activities of the business, and are not merely used 
for orders. It is essential for each person included 
in this plan invariably to make out one of these mem- 
oranda for every instance of neglect, errors, vio- 
lations of rules, discipline, etc., which may come under 
his supervision or observation, in addition to use for 


all instructions and for suggestions of themselves or 
the workers. 

These inter-department memoranda are issued in 
triplicating pads with carbon sheets attached, and of 
a size to conveniently fit the pocket. One copy is 
given to the party affected and one retained by the 
party issuing and signing, and one sent to the office 
of the Rating Committee, where they are filed under 
the name of the party addressed, pending review by 
the Rating Committee later for establishing the ratings. 

While the issuing of these inter-department mem- 
oranda can be restricted to a few of the higher 
executives, I have found it much better to provide 
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for their being issued by all the sub-executives who 
come under the rating, as well as by the Rating Com- 
mittee and the higher executives, being used by each 
primarily in connection with the salaried functions, 
activities and individuals coming under their own super- 
vision or responsibility. However, we want everyone, 
whether sub-executive or worker, to feel that, if he 
sees things going apparently wrong or wastefully even 
outside of his regular sphere, he has a privilege of 
calling the attention of the proper party to it so that 
it may be remedied. The time is long past when we 
feel that the worker should offer no suggestions. 
When the attitudes of our men are right (as they must 
be to be listened to) we are not afraid to have their 
observations expressed, and they should always have 
an avenue for this helpful expression. 

In practice there is little tendency of trying to “get”’ 
the other fellow or of favoring a friend by overlook- 
ing some error, as any tendency toward these nega- 
tive qualities is penalized very heavily, while freedom 
from them is rewarded. There is also developed a 
marked sense of fairness in the individual opinion of 
the “other fellow’s” actions and intentions, which bene- 
fits the business as a whole. Yet each man feels that 
it is his business, and anything which is interfering 
with its conduct or profit, is going to be of enough 
importance for him to send through a memorandum 
on it. Everything is open and above board. No whis- 
pering informers are tolerated. If anything justifies 
tipping off the boss (as is frequently done in the ab- 
sence of these rating memos) it warrants being first 
put straight to the man himself in black and white, 
with the confident expectation that when the matter 
has been called to his attention he will take care of 
it promptly and well, avoiding, so far as possible, sim- 
ilar situations in the future. 

Each one sending a memorandum knows that the 
person receiving it will have a chance to explain the 
situation, and he is consequently fair in any possible 
criticism. The party receiving it might, under other 
circumstances, feel that he should have had the matter 
quietly called to his attention verbally without the wr't- 
ten memorandum, which will be seen by the Rating 
Committee and possibly the “boss,” but each one re- 
alizes in the first place (having been sold on the plan) 
the benefit to the business of each man standing on 
his own performance, and without the memoranda 
being sent through for this and all other similar mat- 
ters, the basis for fair ratings throughout would be 
completely dissipated. 
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There are certain jobs, performed by either salaried 
or hourly rated men, where the bonus ratings are 


determined daily for the routine requirements of the 


jobs, independent of the general qualifications of the 
man (which are determined monthly). In these cases 
report blanks are sent out each day by the Timekeeper 
to the several functional or department heads who are 
in contact with or are served by the party rated. They 
are each required to indicate the day’s performance of 
this individual for each of the duties enumerated and 
whether in their judgment the bonus should or should 
not be applied for that duty, specifying all failures to 
comply with the standard routine for that job, as 
well as the interdependent memo numbers on which 
they were reported. These daily bonus reports are 
then sent to one of the chief executives who, after in- 
spection, indicates finally whether the bonus is to be 
paid or not. 
The Rating Committee 


All ratings (other than foregoing) are established by - 


a Rating Committee. The makeup of the Rating Com- 
mittee will vary with the type of organization and 
the progress it has made in employee participation. In 
a small concern where there is no acknowledged par- 
ticipation by employees, this Committee might be com- 
posed of three chief executives, the General Manager, 
Works or Production Manager, and perhaps Superin- 
tendent, the burden of the work possibly falling on the 
Works Manager. In a large concern where employees 
have become accustomed to participating in manage- 
ment problems under some plan of employee represen- 
tation, a larger committee would be better, with say 
three chief executives, three chosen from among the 
sub-executives, one chosen from among the workers, 
and another as an alternate to act in place of anyone 
on the Committee when his own case comes up for 
consideration. 

The Rating Committee meets periodically, in some 
cases weekly, but most cases monthly, and goes over 
the record of each person to be rated, carefully checks 
performance against the standards, and determines each 
individual’s rating on each element and his total rating, 
which is his percentage of what a 100 per cent man 
should be on that job. 

When each person’s rating has been determined, he 
is then separately called in and informed of his rating 
and the specific efficiencies or deficiencies which have 
gone to make it up, so that knowing what they are, 
each can profit by them in the future. In addition, 
each one has his attention called to the low points and 
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assistance given to bring out an improvement on these 
points. 

With a view to making all ratings with full fairness 
and justice to all, each one is given to understand that 
if he feels that his rating on any subject is not what 
it should be, he is perfectly free to call the attention of 
the Rating Committee to it, stating his views on the 
matter. If he can convince the Committee that his 
performance on a given point has not been correctly 
appraised, a correction of the error will be made. 
However, a note is made of each such case, and a 
particularly high standing will be expected on such a 
quality in future periods. 

Determining Ratings 

When the rating memoranda are received each one 
is marked with the symbols of the rating elements which 
will be affected by it. If more than one element 1s 
covered, a cross index is made of the several elements, 
each referring to the serial number of the memoran- 
dum. These memoranda are then filed under the name 
of the individual addressed and in order of the sym- 
bols affected. Before filing, th: memoranda should 
be looked over by the Superintendent or some other 
official to keep in touch with the current happenings, 
so that immediate investigations can be made where ad- 
visable. 5 

When the Rating Committee meets, all of the mem- 
oranda on each element of a person’s performance 
are gone over and carefully weighed. On the rating 
sheet, in the column for this individual and on the 
line for each element, is then entered the percentage 
of perfect performance under these elements. The 
rating sheets are then turned over to a clerk to cal- 


culate the deductions from 100 per cent which each 


of these element ratings constitutes. These deduc- 
tion percentages are then entered in the column fol- 
lowing the first ratings. 

For instance, on an element which is valued at 20 
points, the rating has been 75 per cent, or in other 
words, a loss of 25 per cent from perfect on that 
element. We therefore take 25 per cent of the 20 
points, or 5 points lost on this element. When all de- 
ductions have been so calculated, the number of points 
to be deducted are totaled and are deducted from 100. 
To this is added the credit points of such items as can- 
not be deductions, such as years of service, and the 
total becomes that individual’s rating for the month. 

Rating Bulletins 

When the ratings have been finally closed, they all 

are listed on a bulletin in the order of the standings, 
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mimeographed, and a copy sent to each one rated so 
that he can see his relative standings. No one wants 
to have his name appear at the bottom for long, and 
we almost invariably see him boost himself into a 
higher rating the following month. The moral stimu- 
lus, in my observation, is much greater than the finan- 
cial stimulus in a very large number of cases. 


Bonuses 

It is not absolutely necessary to have a bonus at- 
tached to the rating, as the comparative standings and 
their bearing upon advancement and salaries has a 
very salubrious effect. However, it is a very great 
advantage to have everything which those rated may 
do, have a direct money value, and to have their man- 
ner of handling their affairs reflect in the amount of 
their bonus each month. It aids in making all activ- 
ities work more smoothly and harmoniously, and is 
more effective in increasing the efficiency of those rated. 

The establishing of the amounts in bonus which the 
ratings will represent is largely a matter of policy with 
each concern, to be determined by the management, tak- 
ing into consideration local conditions, the grade of 
help, and so on. The ratio of 100 per cent bonus to 
the individual salaries should also vary somewhat with 
the different functions and responsibilities, as also 
with the range of salaries paid for such functions. 
Care should be taken, however, to see that the amount 
of the bonus is sufficiently large to really act as an 
incentive for the efforts which we expect to be ex- 
erted. 

In some cases the bonus for a 100 per cent rating 
for instructors, gang bosses, inspectors, storekeepers, 
receiving and shipping clerks, truck drivers, etc., may 
be sufficient at 20 per cent of their monthly salary, 
but in other cases around 33-1/3 per cent may be more 
equitable and productive of results, which I have 
usually found it. The rate for those with less re- 
sponsibility, such as assistants, move men, mill-wrights, 
etc., might be 10 to 15 per cent less, but as stated be- 
fore, should be dependent upon the extent of the duties 
of each and the responsibility involved in such duties. 
On the other hand, with lower salaried employees, such 
as tool room attendants, tool messengers, balance of 
stores clerks, etc., whose duties nevertheless require 
such accuracy and involve possibility of frequent er- 
rors if carelessness creeps in,—in these cases, a bonus 
as high as 50 per cent of the regular salary is not out 
of place, and the amount of money involved as bonus 
is not more than sufficient to really be an incentive 
for unusual care and alertness. 
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The bonus I believe is best paid to the workers by 
depositing monthly in a savings account, from which it 
will be turned over with interest to the employee at 
the end of the year. 

Prime Requisites 

In applying such a plan of performance ratings as 
this, there are several considerations which | believe 
to be of the utmost importance for its successful and 
smooth working. 

First: Before attempting to do anything whatever 
is the way of rating, there must be established stand- 
ards of detail duties, responsibilities and accountability 
for everyone in the organization, with copies of this 
standard practice in the hands of or available to all 
affected. We must also have an organization chart 
on which is portrayed in graphic form not only the 
relations and accountability of the different individuals 
and departments, but also the functions and duties 
which they are called upon to perform. 

Second: In the matter of issuing the memoranda 
which form the principal basis for the ratings, it must 
be operated jointly by the employees and the man- 
agement, so that everything that transpires can be 
appraised, not merely the occurrences that a chief ex- 
ecutive may see. 

Third: Employees must be made to feel that they 
are not “butting in” or tale bearing when they call 
attention to a neglect or error which may come to their 
attention and which affects the business even indi- 
rectly. In fact, they should be made to feel that their 
rating will be higher if they do call the attention of 
the proper party to such matters, and in a helpful and 
cooperative way, free from any super-critical or con- 
demnatory slant. However, they must also realize that 
if these negative qualities do enter into it, their ratings 
will be lower than if the matter were not broached. 

Fourth: It should be realized by all that cooperation 
by every one in the organization with all of the others 
and with the policy and plans to be followed is abso- 
lutely necessary to the conduct of a profitable busi- 
ness, that therefore in the ratings, the various subdi- 
visions of cooperation will be given considerably more 
weight than other items, and that any uncooperative, 
disagreeable or vindictive attitude in bringing up a 
matter will be penalized heavily. 

Fifth: The plan must be “sold” to the employees 
who come under its operation, and they must be given 
to understand clearly that it is now a permanent feature 
of the business, not something to be given a “fair trial,”’ 
in which case it is pretty sure to fail. 
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Sixth: The management of the business must as- 
sume much more responsibility than under the tradi- 
tional type of management, in the establishing and 
maintaining of standards of sub-executives and work- 
ers, and in demanding continuous alertness in the strict 
rating of all performance free from the laxity which 
might otherwise gradually creep in. The management 
is also called upon for more efficient performance on 
its own part, carried out on the “exception prin- 
ciple,” and embracing the policy of serving the worker. 

These requisites are listed, not in the order of their 
importance, but in the order of their usual sequence 
of planning the actual activities incident to the putting 
of them into effect. From the standpoint of the im- 
portance and the sequence of educational effort pre- 
ceding the inauguration of the plan, I believe it should 
be started in the reverse order. 

Serving the Employee 

Eighteen years ago, in seeking the advise of Mr. 
Taylor and in discussing with him the application of 
the principles outlined in his then recently presented 
A. S. M. E. paper on “Shop Management” and in his 
previous “Piece Work System,” to the operation of 
the plant of which I was then manager, I recall very 
vividly his insistence and emphasis (as he could em- 
phasize so well) on “serving the worker.” He so often 
urged then and later that one of the first fundamental 
duties of the management is to serve the worker, and 
this serve the worker he so drilled into me as well as 
others who came in personal contact with him, that we 
do not easily forget it. The principle of serving the 
worker calls for checking the performance of the sub- 
executives in their actually serving the workers through- 
ly and promptly. We must also to a high degree of 
performance serve our sub-executives in the matter of 
policy, decision and action, much more than has often 
been the practice in the past. 

Of what use is it to expect a large output if inde- 
cision or changeable policy on the part of the manage- 
ment has held up ordering material or tools which have 
to be received before parts can be made, which are 
required for assembly of the complete product? As a 
consequence, the workers “stall” around and try to 
appear busy, when they realize that some one higher 
up did not look ahead far enough or thoroughly enough 
or soon enough or follow up closely enough to pro- 
vide them with the means for carrying out their job. 
The worker is quick to recognize this lack of prepara- 


‘tion, and even after the delayed items are received, 


the worker often fails to see why he should worry or 
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“break his neck” when those higher up have not done 
so to all appearances. Or of what avail is it to call 
a worker to account (as he should be) if he takes much 
longer than he should to do a job, or fail to earn 
his bonus or premium, only to find that his tools were 
not gotten ready for him in advance, and that he had 
to wait a quarter or half an hour after he had been 
- “rung in” on a job for the foreman or himself to hunt 
up, grind or adjust the tools required; or if a new 
operator has to stumble through a new job as best she 
can without the thorough and detailed instruction she 
should have from her foreman? The management must 
set the example for the sub-executives, and they in 
turn for the workers, by insistence on thorough prep- 
aration, planning and carrying out their end and fur- 
nishing the means for the workers to carry out theirs. 

In the final analysis, the main goal sought by this 
method of stimulating, rating and rewarding perform- 
ance, is not to make men do things, but to make them 
want to do them. In training salesmen in the selling 
of goods, we have for a good many years emphasized 
“don’t make your man buy, make him want to buy,” 
and this applies just as forcibly in getting results in 
the shop and office as it does in selling. In one of 
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the recent Taylor Society meetings, in discussing the 
special inducements and rewards at the Joseph & Feiss 
plant for getting workers to learn other than their 
usual operations, it was jokingly remarked that they 
“bribed” them to do what they wanted them to do 
and what was best for the workers. The same con- 
ditions often exist in trying to get sub-executives to 
do what you want them to. It is making it sufficiently 
interesting to them to make them went to do it, for 
the higher standing and the additional money there is 
in it for them, if for nothing more. So both the moral 
and financial stimulus of this rating and bonus method 
results in the sub-executives wanting to co-operate, 
follow instructions, and execute fully. Jt pays. 

As a further analogy in the sales field: we impress 
on our salesmen to continually stress the point’ with 
their prospects that the article offered will “make them 
money,’ and “save them money.” So our sub-execu- 
tives are led to feel through the performance ratings 
and bonus that their cooperation and “delivery of the 
goods” pay them in money as well as in their stand- 
ing with their fellows and with the company and in 
getting the better things out of life. Jt pays every- 
body concerned. 


COST ACCOUNTING—A REVIEW 
Cost Accounting to Atd Production. By G. Charter 
Harrison, New York, The Engineering Magazine 
Co., 1921, pp. xv, 234. 


The author of this publication, though himself a professional 
accountant, strongly indicts his profession for its decided short- 
comings in the manner in which its members as a class have in 
the past missed their opportunities to render full service to their 
respective employers. He also calls attention to the principles 
of scientific management as being just as applicable to cost ac- 
counting as to shop production. But though recognizing Taylor 
as the founder of scientific management, the author appears to 
be unaware that Taylor developed a highly scientific, completely 
interlocking cost and accounting system* even years before he 
can be considered as having become conscious of his develop- 
ment of a system of scientific shop management. The author 
states that Mr. Harrington Emerson was the first apostle of 
scientific management to call attention to the inadequacy of the 
unscientific methods employed by, and the purely retrospective 
results obtained by cost accountants in general; and that the 
late Mr. Gantt * did the same thing somewhat later. The author 
thereby creates the false impression—which it is partly the ob- 
ject of this review to correct—that Mr. Taylor never gave any 
serious attention to cost accounting. This impression is con- 
veyed in the following passage: 

“The engineering profession, however, has very clearly per- 
ceived many of the defects and absurdities of the established 
methods of cost accounting, and in no case have these been 
better demonstrated than by Mr. Harrington Emerson in his 
work entitled “Efficiency as a Basis for Operation and Wages.” 
In the numerous volumes on scientific management and cost 
accounting which have appeared since that book was published 


it is surprising to find so little information along constructive 
lines as to the methods to be followed in order to put into prac- 
tical operation the ideas advanced by Mr. Emerson.” 

But as Mr. Taylor at least thirty years ago found that the 
accountants with whom he was brought in contact, could furnish 
him with om a lot of stuff that was of no value to him, he 
finally, though reluctantly, made up his mind to study the sub- 
ject of cost accounting for himself, with the result, which was 
inevitable for a man of his make-up, that he eventually revo- 
lutionized completely both what he had learned in the course 
of accounting he passed through and the practice of the indus- 
trial cost accountants he had been associated with. Yes, so 
much so, that for some time (in the middle nineties) the intro- 
duction of his cost accounting methods constituted the principal 
part of his professional activities. 

However, realizing that the increase of shop efficiency would 
benefit his clients vastly more than improved cost accounting, 
he soon concentrated on the former, without however deprecat- 
ing the, at that time, only secondary value of the latter. In 
view of these facts, it would appear that to Taylor, and not to 


“It is all the more interesting to note that the author of the 
foreword to this book, Mr. L. P. Alford, mentions Taylor’s 
name first among those who emphasized the importance of 
costs in connection with the general scheme of management. 

* Mr. Gantt was one of Taylor’s earliest pupils and co-workers 
and acquired his knowledge of the basic principles and practice 
of scientific management in that service. However, he did not 
remain with Taylor long enough to get at the time the full sig- 
nificance of Taylor principles and practice, and in later years 
offered as original and improvements on Taylor methods, meth- 
ods that were embodied in what he had acquired from Mr. Tay- 
lor in years gone by. 


(Continued on page 168) 
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HOSPITAL ADMINISTRATION’ 


By Frank E. CHAPMAN? 


HEN I received an invitation from this Soci- 
ety to discuss with you the question of hospital 
operation, it seemed to me a little bit presumptuous 
that I should discuss a subject of scientific management 
with a group of individuals such as constitutes the 
Taylor Society. In looking over the faces of my audi- 
ence, however, I feel that there are more guests than 
Taylorites here, and it seems to me that I am but trans- 
ferring my activities just a little bit further East, that 
the majority of the group before me are the same faces 
that I have been in the habit of talking to for a good 
many years. 

To me, one of the enlightening things of a meeting 
of this kind, and frankly the thing that decided me in 
accepting this invitation more than anything else, is the 
fact that somebody from the outside is taking a little 
interest, and looking on the inside of hospital organiza- 
tion. To me it seems to indicate an awakening in in- 
terest concerning hospitals that cannot but help pro- 
duce good results. One of the mistakes that we have 
made in the past is the fact that we have surrounded 
our activities with a shroud of mystery. We have 
taken the attitude that we have certain functions to 
perform, that we should perform them as we see fit, 
with no consideration for the opinion of the laiety of the 
community, which after all is the group that we are 
attempting to serve. I do not believe that this position 
is a tenable one. I believe, whether we will admit it 
or not, that immediately upon a hospital’s opening its 
doors it becomes a public utility, dedicated to a degree 
of public service far more fundamental than any other 
public utility of which I know. By very reason of this 
fact, the public whom we are serving is entitled to a 
knowledge of the things we are giving them. In sub- 
mitting this statement, I should like it clearly under- 
A paper presented at a meeting of the Philadelphia Section 
of the Taylor Society, January 23, 1922. 

* Director Mount Sinai Hospital, Cleveland; Executive Sec- 
posite, Saree Hospital Association ; Committee Chairman Ameri- 
can Hospital Association; formerly Superintendent St. Louis 


City Hospital; formerly in charge of business management St. 
Louis oo San Francisco Railroad. 


stood that I do not differentiate between the hos- 
pital for the care of the indigent or the hospital for 
the care of the provident. 

In a discussion of the theories and principles of hos- 
pital operation, it is believed that we should first vis- 
ualize what a hospital is. If I read my history cor- 
rectly, the first hospitals were for the insane, and the 
development of hospitals in those early centuries was 
practically at a standstill with respect to function. 
With the introduction of the principles of antisepsis 
and asepsis, and with a better understanding of the the- 
ory of anesthesia, we see a gradual development of the 
surgical hospital. After a period of time, with the 
progress of the science of medicine, and the realization 
of the need for that intensive correlation of various 


medical specialties in order to get the proper diagnosis, _ 


there developed the need for a hospital offering facili- 
ties other than surgical. I believe, and I believe it sin- 
cerely, that a hospital to function properly must be 
the health center of the community it serves. It must 
furnish every known means for the scientific diag- 
nosis and care of patients. Just in so far as it does 
furnish each of these needs is it going to succeed. 


It is my further belief that with the development of 
hospitals with this principle uppermost in their scheme 
of operation, we are going to see a more intensive and 
extensive hospitalization of the sick than ever before. 
There are many conditions which lead one to make 
this prediction : the demands of the clinician which can- 
not be met in the matter; our present-day shortage of 
both medical men and nurses; our present-day method 
of living—these are among the most important factors 
that will produce this greater hospitalization. If this 
prediction is sound in the main, is it not up to you and 
to me to see to it that our hospitals fulfill the obli- 
gations assumed when they took unto themselves the 
names of hospitals? | 
_ We have heard innumerable comments that hospitals 
are inefficient, and | believe those of us who have been 
privileged to know the hospital field generally rather 
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than locally will admit that there is not the degree of 
efficiency in hospitals that there is in industry. There 
are a lot of reasons producing this condition, and I 
shall not attempt in the time allotted me to outline 
those reasons. I am, however, going to attempt to 
outline what to me is fundamental and, if followed in 
the main, will, I believe, produce a more efficient per- 
formance than can be produced under the haphazard 
methods of the average hospital. 

It has been my privilege in the past six years to have 
seen a very large percentage of the larger hospitals as 


_- an official visitor, having been sent into the hospitals 


for a specific purpose; therefore, I have seen these in- 
stitutions in a much more intimate way than the casual 
visitor would see them, and I feel that I am qualified 
in a slight measure to say something of the inside work- 
ings of our hospitals. I should like to preface my re- 
marks by assuring you that there is nothing personal 
in any comment that I have to make; that my sole ob- 
ject is to attempt to stimulate closer understanding of 
the complex problem of hospital operation and to in- 
duce our administrative bodies to apply the same funda- 
mental principles in the operation of their philanthropy 
that they have applied in the producing of their personal 
successes. I shall therefore attempt to outline an or- 
ganization from the Board of Trustees down, not going 
as much into detail as I should like by reason of the 
lack of time, but giving you a skeleton or framework 
_of the organization. 
Board of Trustees 

Members of boards of trustees are in the main se- 
lected because of their individual successful perform- 
ances. They are pre-eminent in their respective places, 
but the sad commentary is that when they are put on 
the administrative bodies of philanthropies, they forget 
the principles that made them successful in their indi- 
vidual walks of life. It must be realized and realized 
all the time that the fundamental principles of operating 
a steel mill are identical with the fundamentals of oper- 
ating a hospital. Therefore the same scheme of organ- 
ization or schemes of organization that have produced 
efficiency in industry are applicable to hospitals. 

It must be borne in mind that the board of trustees 
of any organization is the policy-forming body inter- 
ested in the big perspective of the whole problem, in 
the formation of policies, both administrative and finan- 
cial, and in the selection of some one delegated with the 
power to carry out the principles outlined by them. 
There is a very pernicious ‘practice in a large majority 
of our hospitals of committees of the board acting in 
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other than an advisory capacity. The trouble with most 
of our boards of trustees is that they are trying to run 
everything, instead of having a superintendent capable 
of administering the affairs of the institution—you 
might just as well be a twenty-five cent rubber stamp. 
The superintendent in a very large number of instances 
has no control whatever over the organization he or she 
serves, and then you wonder why you don’t get effici- 
ency. I can show you organizations in which the super- 
intendent no more presumes to give instructions to his 
various department heads without consultation with the 
board of trustees, than he would think of flying, for 
the very reason that he knows that if he did, and the 
department head disagreed with the instructions, they 
would go to some member of the board, and the next 
day the order would be rescinded. I should like to ask 
you how long such a policy would last in industry? 

If the average hospital of today were compelled to 
stand exclusively on its own resources, we should not 
have nearly so many hospitals as we do. Please do not 
misunderstand. I do not expect that the hospital ren- 
dering community service can be self-supporting, but 
I do believe that the funds given by a community to 
serve the indigent and quasi-indigent of that commun- 
ity are sacred trusts, and that it is obligatory for the ad- 
ministrative bodies of our hospitals to apply those meth- 
ods that will produce the most efficient operation. If 
this statement is correct, what is the necessity of ex- 
perimentation’ Industry has very definitely shown us 
what methods will produce results. Why not think of 
our hospitals in terms of industry, and take from in- 
dustry those fundamentals that have made industry suc- 
cessful, and apply them with slight modification of de- 
tail in the operation of our hospitals? 

Size of Board 

So far as the size of the board is concerned, I think 
this is immaterial, but first of all let’s get an active 
board. Let’s get a board that is composed of men from 
every possible walk of life, so that we may bring into 
the deliberations of the board a composite knowledge of 
as many divergent points of view as possible. Let’s 
get an individual who can bring the social point of view, 
the financial point of view, the merchandising point of 
view, ad infinitum, so that the policy-forming body will 
bring into its deliberations a broad view of all of the 
complex problems of the activities of the community. 

I believe that the operation of a hospital is one of the 
most complex procedures in our life today. In addition 
to all of the physical problems that one has, do not for- 
get that we are dealing all of the time with abnormal 
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humanity. With such a complex procedure, the ad- 
ministrative officer is going to need every bit of advice 
and every bit of help that the board of trustees, prop- 
erly functioning, can give him. It is the primary job 
of the board, as I see it, to afford the administrative 
officer that inspiration that is so mecessary to success. 

I believe that an ideal board is of approximately 
eighteen members. In my opinion there should be very 
definite standing committees, approximately five in 
number. I have had distributed this evening the chart 
of organization of the institution that I represent (Chart 
I). This chart is illustrative of a board of eighteen 
members, with an Executive Committee, a Medical Staff 
Committee, a Buildings and Grounds Committee, a 
Purchase and Standards Committee, a Finance and 
Audit Committee, an Out Patient and Social Service 
Committee, and a Training School Committee. These 
committees are made up, with the exception of the 


Executive Committee, of the Chairman and two mem- 
bers. An attendance of two is expected at all commit- 
tee meetings, and these committees meet regularly in 
the performance of their work. 

The Executive Committee is comprised of the chair- 
men of these standing committees with the President of 
the Board of Trustees as Chairman. The Secretary 
and Treasurer of the board are also ex officio members 
of this committee. 

No committee of the board of trustees may give in- 
structions to the administrative officer. The Execu- 
tive Committee has authority to give instructions in an 
emergency, but such instructions must be confirmed by 
the board of trustees at their next meeting. All their 
instructions, except, of course, in emergencies, must 
come through regular channels to the Board of Trus- 
tees, and by them be transmitted to the administrative 
officer. May I give you one of the reasons for this? 
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We all know, and I suppose we have all had experience 
with some exceptionally strong, aggressive personality 
- on the Board of Trustees who by very reason of this 
aggressiveness is able to put over anything which he 
_ wants in a selected group. Let us assume that that in- 

dividual is made Chairman of the Nursing Committee. 
Can you not visualize the nursing activities of the or- 
ganization being developed far in excess of the ability 
of the rest of the hospital to follow? This is one of 
the things that will happen if you permit the line of in- 
structions to be direct. If on the other hand you se- 
cure the approval of the board to recommendations of 
the Nursing Committee, you will find the latter toned 
down so that the development of the institution as a 
whole will be more uniform. 

Ladies Auxiliaries 

There have been a great many things said about 

ladies auxiliaries, and again I should not like to be 


misunderstood. I think that any board of trustees of a 
hospital should have the influence of women on it, for 
I believe that woman brings to the board a point of 
view than man never can bring. I do not say this in a 
spirit of flattery; I mean it. But I do say that the 
organization of a ladies auxiliary as now set up in most 
of our hospitals is one of the most trying problems that 
a hospital administrator has to contend with. When 
you set up a subservient group of people, you violate 
the principles of organization. If you give them policy- 
forming authority, you are creating a sub-government. 
If you give them administrative authority you are cre- 
ating a potentiality for trouble that will become ever- 
present; and if you give them no authority, they have 
nothing to do. If your principles of organization are 
sound, and your board of trustees is functioning, there 
is no logic in their existence as they are constituted 
today. On the other hand, there is no debating the 
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statement that a group of women organized into an 
auxiliary is the greatest potentiality for spreading the 
gospel of the hospital they serve, that I know of. 
I do not mean by this that they talk more than men 
do, but I do mean that those little intimate things about 
which the public are interested will be disseminated 
around the community by those having a sympathetic 
interest, and after all one of our prime jobs is to sell 
our hosiptal to the community it is serving. 
Superintendent 

So much for the organization of a board of trustees. 
In a discussion of organization, I am going-.to violate 
the discussion in the abstract in but one instance, and 
that is in the discussion of the Superintendent. If there 
is accepted the fundamental principle of centralized 
control, then the keynote to the whole structure is the 
administrative officer. We have often heard it said that 
no hospital is stronger than the staff that serves it, and 


I think that it is true; but I will carry this still further 
and say that no staff, no matter how strong its mem- 
bers, can function without the right kind of an admin- 
istrative officer. To my mind the Superintendent should 
be responsible to the Board of Trustees for the entire 
activity of the institution. He should be the medium of 
expression of the Board of Trustees to the various 
personnel, and in turn he should be the medium of ex- 
pression of the personnel to the board. I am assuming, 
of course, that at all times he will be honest, and when 
I say honest I mean fair in his dissemination of infor- 
mation from every source. His primary responsibility 
is the correlation of all of the problems of administra- 
tion ; to see to it that there is an articulation of the activ- 
ities of the various departments—and please remember 
that, with the complexity of this organization, it takes 
some one with a very thorough understanding of a great 
many of our social problems to properly administer the 
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affairs of a hospital. I want it understood that I mean 
this just as much for the small hospital as I do for the 
large hospital. 

I believe that one of the most acute problems that 
we have today is the proper operation of a hospital of 
less than fifty beds, and don’t forget in this connection 
that a very large proportion of the patients served in 
hospitals are served in this type of an institution. 

I should like to define just a few of the qualifications, 
as I see them, of a proper administrative officer. He 
must have a financial sense. He must have a buying 
sense, with a knowledge of practically every commod- 


ity that enters into our economic life. He must have a 


mechanical sense. He must have a professional point of 
view ; be able to recognize the problems of the various 
professional groups. He must have a social point of 
view. He must have a technical knowledge of a very 
_ great many intricate procedures ; not necessarily an in- 
timate knowledge of them, but a general knowledge. 
And last but not least, I believe he must have a very 
‘large supply of the milk of human kindness, for I don’t 
believe that a hospital can be properly administered on 
any other than a very personal basis. 

When you get a composite of these qualities, you 
have an individual that in any other walk of life could 
demand a great deal more in material returns than the 
average hospital position pays; and may I right here 
offer a plea that all of you board members read the re- 
port compiled by the editor of The Modern Hospital, 
and study the range of hospital salaries that are paid, 
and after you have read it stop and think about it just 
a little bit. 

You ask me what is the matter with hospitals, and 
my unqualified answer to you is that you cannot get 
efficiency for the salaries that the average hospital pays 
its superintendent, and until such time as our boards of 
trustees realize the importance of efficiency in the ad- 
ministrative position of their hospitals, and accept the 
principle that we should get the maximum of efficiency 
out of one of the fundamental functions of our every- 
day life, just so long will it take us to get efficient hos- 
pitals. 

There seems to be some argument going about the 
country now as to the relative value of lay and medical 
superintendents. I am not particularly interested. 
Frankly, I am not especially afraid of my job, although 
I am just one of those lay superintendents. You know, 
the thing to me is not whether the man has a medical 
 tfaining or not. The important thing is whether he 
has an administrative training, and is capable of run- 
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ning a hospital. If he has a medical degree, there is all 
the more reason why he should be efficient, because I 
believe, and I think most of you will agree with me, that 
education of any type is conducive to efficiency. 

I have also had the reputation of trying to oust 
women from hospital superintendencies, but that is not 
true. I believe that women superintendents are better 
qualified to take certain types of hospitals than men; 
but I do want them qualified, and I want to get away 
from the appointment of inefficient superintendents, 
medical, nurse or lay, all over the country. The plac- 
ing of the responsibility of the operation of a hospital, 
no matter how small, in the hands of an individual with 
no conception of either the problems or obligations, is 
nothing short of criminal. 

Outline of Departments 

I should like to show you an outline, as I see it, of 
the operation of a hospital divided, first, into various 
departments. These departments are not listed in order 
of their relative importance but are listed for purposes 
of control : 


Administrative Medical Staff Attending 
Housekeeping Medical Staff Resident 
Laundry Laboratories 
Mechanical X-Ray 

Purchase and Issuance Special Therapies 
Dietary Social Service 

Nursing Out Patient. 


These departments are roughly grouped into physical 
and professional, but do not forget that the activities 
are so closely inter-related that there is practically no 
line of demarcation. Please do not forget further that 
the contact of the administrative officer with each and 
every one of these departments is administrative only, 
and that the minute he presumes either to dictate or 
control the activities of the professional group, he as- 
sumes unto himself a prerogative that is unsound in 
the fundamental principles of organization which we 
are attempting to set up. His job is to secure an abso- 
lute correlation and cohesion of activities. 

I want to emphasize first of all the most important 
thing that I believe there is in the operation of a hos- 
pital, and that is departmental control. I do not be- 
lieve that any hospital, no matter how small, can operate 
efficiently unless the department head can be made to 
realize her absolute responsibility for the personnel 
under her. 

: Budget System 

_ The financial policy of most of our institutions is 
feally a joke. To use the slang expression, “it just 
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ain't.” Money is a necessary evil. We must have it, 
and in order to make it work for us to the best possible 
advantage, it must be conserved; and therefore there is 
recommended for your very earnest consideration that 
every hospital, no matter how small, apply the budget 
system of financial operation, and stick to it through 
thick and thin. I am not particularly interested in how 
my dietitian gets results. I am only interested that she 
lives within her budget. 1 am assuming that by virtue 
of her training she is more qualified to say whether she 
shall serve squab or she shall serve corned beef and cab- 
bage. My contact with her along these lines is simply 
this: “Miss Dietitian, you have so much money to run 
you for such and such a period of time. My judgment 
of the performance of your department will be predi- 
cated upon the saving that you may make in this allow- 
ance, and the character of service that your department 
performs. Don’t come to me and ask me details. I 
am not interested in whether you have another cook or 
three more cooks. I am only interested in knowing that 
your budget is adhered to.” This, of course, is pred- 
icated upon the thought that that budget will be figured 
correctly, and that it will allow of an adequate person- 
nel to man and an adequate supply of commodities to 
furnish service such as the institution wants furnished. 

With the operation of such a system—taking your 
department heads into your confidence, showing them 
what you have to work with, and showing them each 
month what they have done—it will be an inspiration to 
see how they will work with you. One of the most 
inspiring things in the game is to see a group of de- 
partment heads or a group of head nurses discuss ups 
and downs of their budget. 

Industry has accepted this principle and found it has 
worked. Why can’t we accept it as a fundamental and 
take advantage of it? We are merely taking advantage 
of a very strong human characteristic, the spirit of com- 
petition in striving for a goal. 

In the institution I serve, we have a system of keep- 
ing a record of the breakage of each nursing unit, and 
notifying the head nurse at the end of each month of 
the breakage in each division of the institution. The 
storeroom tells me that there is not a month that some 
head nurse does not come down to see why her break- 
age was as high as it was by analyzing her breakage 
list; and I ask you, is this not worth while? The 
trouble, as I see it, is that the average administrator has 
surrounded his activities with a lot of mystery. He has 
been afraid to give away his trade secrets to his depart- 
ment heads. After all they are not secrets. These peo- 
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ple are working with you to produce a good result. 
They are intelligent and they are human, and certainly 
they will work better with the stimulation that an open 
discussion will bring, than they will if they are merely 
doing things on instructions. 

Administrative 

It is not going to be possible to outline in detail, but 
I am going to run through the various general groups. 
The administration is divided into the following groups : 
Superintendent’s Office |§ Admitting and Registrar 
Accounting General Telephone and Information 
Accounting Patients Records and Analysis. 

These are rough groupings of the first general de- 
partmental group. I have brought with me various 
forms outlining the procedures, used in the institution 
I represent, that I should be very glad to show and ex- 
plain to any one that may be interested. I realize that 
I am in the City of Brotherly Love, but at the same 
time I have always believed in preparedness, and I have 
brought these with me to back up the statements that 
Iam making. (Charts II and III.) 

The Superintendent’s office must be the pulse of the 
institution. In it one should be able to tell what is going 
on all over the place, and one cannot do this by sitting 
at one’s desk. I believe one should get around the in- 
stitution, and get a feel of it, but I don’t believe that one 
should go around so much as to lose a perspective of the 
whole. I believe that one of the greatest mistakes that 
most of our administrative officers make is that they 
tie themselves down with so much detail that they have 
no chance to see the big things. If you are tied down 
with detail you cannot get that great big perspective 
of community service, which after all is the real job of 
a superintendent of a hospital. I do not want you to 
think that I am attempting to build up an elaborate or- 
ganization, but the trouble is that most of our adminis- 
trative officers are performing duties that could much 
better be performed by a much flower priced member of 
the personnel. 

I visited not long ago a superintendent of a hospital 
of 375 beds, and spent approximately forty-five minutes 
with him, and I think | am conservative in saying that 
50 per cent of that time he spent in telling me how he 
tested his butter—that man tested the butter himself 
twice a week. Will you tell me what he had a dietitian 
for, and do you believe that a man holding the position 
that he is holding is best serving the institution by test- 
ing butter? That is not an exceptional instance; it is 
typical of a large number of our hospitals. Not very 
long ago I heard the cashier of a hospital of over 500 
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beds ask the authority of the superintendent to make an 
adjustment of twenty-five cents a day on the hospital 
bill. 

There can be produced a system of morning reports 
that at a glance will reflect the condition of the entire 
institution. That morning report can be prepared in 
from five to fifteen minutes, and it should only be nec- 
essary for one to look at this report to find out what 
one wants to know. It is just as much the right of 
the administrative officer to have this on his desk every 
morning as it is for the head nurse to have a report 
of the conditions of the patients in the house on her 
desk. 

If your hospital is large enough to warrant an assist- 
ant or assistants, please don’t make the mistake of let- 
ting them run wild; allocate definite duties to them, and 
let them alone. Load your responsibilities on to them, 
and make them responsible for results. Turn them 
loose, and let their success be a test of your ability to 
- administer. There is in the exhibits that I have brought 
with me a statement of house orders that we have 
devised. I have found through experience that if one 
sets up an elaborate set of rules of administration, 
thirty days after they are set up a large percentage 
of them are dead letters. Make your rules and regu- 
lations active. Make your system so flexible that obso- 
lete rules can be discarded without affecting the live 
ones. 


Accounting in General 


I am not going to attempt to outline the details of 
an accounting system, but merely to state the various 
pertinent requirements; first, a set of books that will 
permit of a complete recording in such detail as is 
indicated, of every financial transaction of the institu- 
tion; second, a chart of accounts that will permit of a 
proper allocation of all charges and payments to proper 
expense accounts; third, a proper budget system as 
previously outlined ; fourth, a daily report to the super- 
intendent ; fifth, machinery for a monthly report to the 
Board ; sixth, a control of daily earnings and collections. 

The primary object of an accounting system is to 
record all financial and commodity transactions 
of an organization, and to furnish a basis for study 
of past performance in order that present performance 
may be judged and future planned for. I do not 
want to set up an elaborate accounting system, but I 
do want that system in sufficient detail to permit of 
ready accessibility of such statements of performance 
as may be necessary to make a comprehensive study 
of that performance. It does not seem that we can 
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- intelligently operate our institutions unless we know 


something about what we have done in previous per- 
iods ; and, after all, any system of accounts that does not 
permit of a definite segregation of income and expense 
in definitely prescribed divisions is incorrect in prin- 
ciple. To you Taylorites this may sound like A, B, C 
—and it is A, B, C—but as a matter of fact there are 
not one hundred hospitals in the United States that 
have these fundamentals. This is a sad state of affairs, 
but it is unquestionably the true. — 
Accounts Relating to Patients 
The patients accounting system should be predicated 


upon the following: First, a system of special charges 


for special procedures; second, a ward census which 
answers a dual purpose of originating charge to pa- 
tients and furnishing the information for vital pur- 
poses ; third, report of admissions and discharges ; fifth, 
the preparation of bills and the collection of accounts. 
Such a system should permit of the daily control of 
patients’ accounts. There is submitted for considera- 
tion in this connection the using of any standard billing 
machine. Our patients’ accounts are in control every 
noon for the previous day’s performance. In this way 
our balance at the end of the month is struck auto- 
matically with the last day’s work. 
Admitting and Registration 

The admitting service consists of the following requi- 
sites: the patients’ register; the clothes list; the valu- 
ables list; the mechanism for sending information im- 
mediately to the proper source of information; and 
facilities for the reservation of rooms. The details of 
such a service, of course, must be worked out in the 
individual hospitals, and I have not the time to outline 
any of it here. 

Telephone and Information 

There is one service in the institution that I should 
like to dwell on at a little length, and that is telephone 
and information service. To my mind the telephone 
is the nerve center of the institution, and it must be 
so efficient as to furnish quick and efficient means of 
communicating not only from the outside world with 
the hospital, but as between departments in the hos- 
pital. I can recall an advertisement that was put out 
by the Bell Telephone Company, headed “The Voice 
with the Smile,” and after all is it not exceedingly im- 
portant that we pay a little bit more attention to the 
manner in which our telephone is answered? You 
call up the average hospital and say, “How is John 
Smith today?” “He’s all right,’ and bang the tele- 
phone is hung up. That is about all there is to it. He 
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is so and so, or she died last night, and bang goes the 
telephone. Such a procedure is rather a commonplace 
thing to the telephone operator, but how about the 
fellow on the other end of the line? I believe that this 
is one thing that has been neglected more than probably 
any other one single item, and I believe it creates more 
ill feeling towards hospitals than anything else. 

We have adopted a policy in the institution I serve, 
on our main telephone trick, of employing no one who 
has not had instruction in voice control by the telephone 
company. The telephone, as I see it, is the gateway of 
the hospital, and it makes a very large difference in 
the opinion of the outside world if you have the right 
kind of a voice on the telephone. That voice is one 
of the salesmen of the hospital to the community. 

It may be desirable at times to combine the telephone 
and information center. In my opinion, it is logical. 
Others disagree with me. I believe that, inasmuch as 
the telephone switchboard is the recipient either directly 
or indirectly of all information of the hospital, that it 
is logical to set up the information center at that point. 
In any event, wherever you set up such a center, make 
it all-inclusive. May I describe to you the information 
service that we have adopted? I don’t say it is per- 
fect; I am merely giving it as a suggestion. We have 
a cabinet that has about twelve drawers for a visible 
index, in which are arranged the following: an alpha- 
betical record of patients by location; a census showing 
the board of patients on each ward; a reservation for 
obstetrical rooms. All calls for information are re- 
ferred to “Information.” All the patients in the insti- 
tution are flagged with colored tabs on one, two, three 
and four condition. With respect to all patients that 
are in condition one or two, the information is given 
out without contact with the ward. With respect to 
three—on the danger list, no immediate cause for 
anxiety—or four—immediately serious—information is 
instructed that under no conditions is any information 
to be given out except after contact with the ward. 
In addition thereto, we placed in our main lobby an in- 
formation desk, or rather a hostess desk, to take care 


of personal visitors to the institution; and I submit to 


you that this installation was one of the finest things 
from the question of policy that we have ever done. 
The interesting thing about this installation is that for 
the first two months after it was inaugurated the indi- 
vidual was hardly kept busy, but after that we were 
constantly having to rearrange her work by reason of 
the increased number of activities that developed at her 
desk. | 
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Records and Analysis 


These records are divided into three groups: pro- 
fessional, financial and vital. The professional group 
is the patient’s history and all of the various procedures 
that enter into it. I am not going to attempt to go 
into this at all. I merely want to say this: you can- 
not expect a busy practitioner of medicine to make a 
complete record of his patient’s performance, unless 
you provide him with a mechanism that will make this 
recording easy. While it is true that you must hold the 
practitioner responsible for this history, after all it is 
an administrative co-responsibility, and the administra- 
tion must so look upon it. 

With respect to financial records; the trouble with 
most of our administrators is that they look upon the 
recording of financial performance of their hospital in 
a sort of humdrum way, with no especial interest in it. 
A great many of them are not qualified to analyze 
finances, and as a consequence get very little out of such 
an analysis. To make a study of figures is as much 
or more romantic than reading a book of fiction. If 
these figures are studied intelligently, they will reflect 
a store of human interest that very few studies will 
reflect. It is necessary that there be available quickly 
for any given period a statement of that period’s per- 
formance. The analysis of accounts which are months 
late is of no value. 

The next group is that of vital statistics, and should 
include an analysis of all of the various activities of 
departments. A great many of you get reports from 
your various department heads, but what do you do with 
them when you get them? They are generally filed 
away, and my knowledge of the average file tells me 
that they cannot be found. Such reports do not serve 
in any sense of the word their full value. What I want 
done is to develop a system of automaticallyyrecording 
these reports so that reports of a comparable period 
and of a comparable service will be thrown together 
for periods of comparison. If your nursing cost jumps 
twelve cents in one month, find out why. If you have 
a large number of complaints on one ward, why is it? 
If you will go around with question marks eternally 
on your lips, which question marks emanate from the 
reports that you have intelligently studied, you will be 
surprised how quickly a large part of the troubles 
that you may have wifl be ironed out. There are a 
large number of details of these reports that I could go 
into, but I have not the time. If your view of your 
job is founded, as I think it should be, on the better- 
ment of service to the patient, then any change that can 
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be made to increase the patient’s welfare is well worth 
while ; and I don’t believe that the things that I am sug- 
gesting, after the mechanism is once set up, will require 
much more effort on the part of those who administer 
hospitals than are some of the methods now in use. 
Housekeeping Department 

In the Housekeeping Department, get the Matron 
to develop schedules of work. Have your work for 
a given nursing unit, for the maid that is on it, outlined 
and written out. See to it that she is checked on this 
schedule. Work up a schedule of cleaning windows, of 
waxing floors, of polishing brass, and see to it that the 
Housekeeping Department reports the performance 
on a basis of the routine check of these schedules. 


: Laundry 

In the laundry, the problem is divided into that of 
washing, finishing, mending and distribution. Don’t 
operate a laundry on a hit and miss basis. Get a state- 
ment of the clothes weighed or of pieces washed, 
whichever method you like better. Get a routine re- 
port of the amount of linen taken out of service; of the 
amount of linen torn. Study it. Find out why. Find 
out how long a sheet lasts, and why it does not last 
longer. Get efficiency experts from the various laun- 
dry supply houses to check up your formulae, and see 
if you are getting the maxmium of good out of the 
commodities you buy. You will be surprised at the 
savings that you can make. 

Mechanical Department 

Probably one of the largest items of expense in hos- 
pital operation is heat, light and power, and mainte- 
nance and repair expense; yet I venture the statement 
that it is one of the most sadly neglected departments 
in the hospital. Why?—simply because the average 
administrator does not know anything about his me- 
chanical department, and because the administrative 
board has not seen the wisdom of employing supple- 
mental efficient mechanical supervision. Keep a check 
of the number of tons of coal you use, of the amount 
of water you use, of the mean average temperature of 
a given month, compare it with last month, and see 
how you come out. Find out how many tons of ice 
you pull, and what it is, in terms of percentage, and 
see that you are buying the kind of coal that you ought 
to have. Keep a record of the repairs on your wards, 
how they compare as between ward and ward, and 
what the nature of these reports are. 

Purchase and Issuance 

There are three problems in this general head: pur- 

chase, storage and internal requisition. 
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Requisitions for purchases are two-fold—one from 
the storeroom, and the other from department heads 
for special equipment. Machinery should be set up 
that insures that absolutely no purchases of any type 
should be made without the definite approval of the ad- 
ministrative officer, and without the knowledge that 
these purchases will not exceed the budget for the ac- 
count to which it is to be charged for the period. No 
purchases, no matter how small, should be made on any 
other than a competitive basis, and bids should be 
obtained. There is a definite difference between buy- 
ing and placing orders. Indiscriminate purchase of 
supplies by hospitals is, in my opinion, one of the big- 
gets items of waste, and further, gives stimulation to 
very unsound merchandising as between hospitals and 
vendors of hospital commodities. There are very few 
one-price hospital supply houses today, and that is sim- 
ply because the average superintendent of a hospital 
does not know how to buy. It reminds me very much 
of the story of the fellow who said to the nigger boy, 
“Sam, what size hat do you wear?’ Sam’s reply was, 
“What size have you got?” A lot of these fellows look 
an individual over, and if the latter looks easy, their 
prices are so and so, with the mental reservation that 
they can shave it from 10 to 50 per cent and still make 
money. 

All orders given should be confirmed in writing, this 


- confirmation to be specific in details of commodity, 


price, terms and delivery. I think it is desirable that 
this confirmation be made in triplicate—one copy to the 
vendor, one copy to be used to follow up the purchase, 
and another copy for the storeroom. 

All receipts of commodities should be on a written 
form, in order to complete the transaction, and to 
make the bill ready for payment. Every voucher that 
is passed for payment should contain the following: a 
copy of the purchase order, with the approved request 
for purchase; a receipt slip indicating receipt of goods ; 
a bill from the vendor properly O. K.’d as to receipt, 
price and extension ; and all of these should be filed with 
the voucher. 

The next problem is the problem of storage and 
recording. In my opinion all hospital supplies should 
be carried on an inventory card or sheet. This inven- 
tory should show the date received, the firm name from 
whom purchased ; the commodity, the price, the amount 
of the commodity, the amount of money represented, 
and to whom distributed. The stores inventory should 
be carried on a chart of accounts similar to the finan- 
cial accounts. The expense item of a given period 
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should be predicated upon the monthly inventory ad- 
justment, this inventory to be taken on the adding ma- 
chine from the inventory sheets, except on bi-yearly 
periods when the physical inventory should be taken. 
In other words, the inventory figure for a given ac- 
count, as of the first of any month, plus the receivings 
for that month, minus the inventory for the last date of 
that month, should equal the expense for that account 
for that month. In addition to the stores inventory 
there should, I think, be an equipment inventory of the 
institution. 

The internal requisition system is one of the bug- 
boos that I believe most of our administrators fear, 
and in my opinion too much stress cannot be put on 
this system. Efficient buying may save you 10 to 15 
per cent, but efficient issuance of your supplies can save 
an untold per cent. I should like established, first of 
all, the fundamental principle that the consumer at no 
time should control. In other words, a dietitian should 
never have control of anything else but her daily need 
of foodstuffs. All requisitions should be approved by 
the Superintendent or a properly delegated assistant su- 
perintendent and at no time by the department head. 
There should be established a definitely set supply day, 
not exceeding once a week, with the possible exception 
of the main kitchen, which may have daily supplies. 
There should be a definite system of breakage ex- 
change, and broken commodities replaced only on ex- 
change basis. In other words, a broken thermometer 
may only be replaced by bringing the broken parts to 
the storeroom. This broken thermometer may have 
no value, but the moral effect is what will produce 
the results. 

Laundry should be issued on requisition only, as 
should also repairs for such work as is necessary. I 
should like to set up a system of reporting breakage 
to the end that the various units may know what their 
breakage amounts to in a month. It is very enlighten- 
ing to see this, and the efficiency of various working 
units can be very definitely judged in some measure 
by such lists. 

In closing a discussion of this very important de- 
partment—a department that is very often sadly neg- 
lected—I should like to make this further point. Hold 
the sanctity of your storeroom inviolate. Don’t permit 
anybody, whatever his or her position, to get a single 
thing out of the storeroom without a requisition, and 
that requisition properly approved by the constituted 
authority. If you once permit your personnel to vio- 
late this very definite order, you might as well discard 
your whole stores system. 
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Dietary 

The problems of the Dietary Department are two- 
fold: the feeding of patients and the feeding of person- 
nel. There is a variation in control in various hospitals, 
but in any event the department should be considered 
a primary department, and report made by the head of 
the department direct to the administrative officer, and 
not through any other channels. The old-time practice 
of having a dietetian under the principal of the school 
of nurses is fundamentally incorrect. The submittal 
of routine menus for given periods cannot help but 
produce not only economy but efficiency. 

Nursing 

The problems of the Nursing Department are two- 
fold; that of nursing patients and that of training stu- 
dent nurses. Today one of the biggest problems of hos- 
pital administration is the result of lack of understand- 
ing between nurses and the administration of hospitals, 
and it will take a mighty level-headed piece of thinking 
to avoid bringing about a chaotic condition. The atti- 
tude on the part of some of our nurses that “the hos- 
pital is a bridge upon which the superintendent of the 


hospital and the principal of the school of nurses may — 


meet to discuss problems of nursing education” (and 
I am quoting literally the words of one of the members 
of the nursing profession) is so very far distant from 
the ideals and ideas that I have of hospital service, that 
I think it is bound to cause a lot of trouble. 

If our system of nursing education is wrong, we 
should change it; but so long as we have this system 
of nursing ¢ducation, let us not forget that we are 
taking care\of_patients primarily. No one wants 
higher education of nurses any more than I do. No 


one wants to see the nurses advance more than I do.’ 


But when it comes to a question of training nurses or 
the care of the patients, let us take care of the patients. 


Medical Staff Attending 


There is very little that I should like to say in con- 
nection with this, with the exception of the establish- 
ment of medico-administrative policies. Most of us 
have seen the pernicious effect of one man controlling 
a hospital, and it is just such a condition that I should 
like to fight. To set up a system for the formulation of 
the proper administrative control, we have established 
a Medical Council, consisting of the Director of the 
Hospital, the Director of Surgery, the Director of 
Medicine and the Director of one of the Specialties, and 
to them are referred all matters dealing with the med- 
ical policies. No medico-administrative policies are is- 
sued by anyone of the constituent members of the Med- 
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ical Council, but they are transmitted by the director 
of the hospital, as orders from the Medical Council. 

There is, of course—and very important indeed—the 
development of monthly meetings of the various serv- 
ices. This cannot help but be productive of great good. 

X-Ray Laboratory and Special Therapies 

In the next division I am going to include X-ray labo- 
ratories and special therapies. These facilities are a 
definite part of the hospital service, developed as an 
aid to the clinical staff in the diagnosis and treatment 
of disease, and can in no sense of the word be consid- 
ered as primary services. They are merely supple- 
mentary to the clinical staff. It is my sincere hope that 
the day will soon come when they will be included in 
the cost of room service, just the same as the nursing 
and dietary cost. 

Social Service 

The development of medical and hospital social serv- 
ice is probably the newest development in the hospital 
field. Very few of our institutions have in any sense 
realized the potentiality for good of such a service. 
There are untold advantages and avenues of service. 
I am not going to attempt to give them in any kind of 
detail. I am just going to mention the two which any 
organization can start with: first, the follow-up of in- 
teresting cases, and next the affording of material relief 
and the assuaging of the anguished minds of some pa- 
tients in the hospital in regard to the condition of those 
upon whom they are dependent. We have found a very 
great field for this latter type of work in our own in- 
stitution. 

Out Patient Department 

If the hospital is to be the health center of the com- 
munity it serves, and if by this example it is to assist 
in the formulation of better medical practice, then the 
biggest avenue of service that it has is the operation of 
an efficient Out Patient Department. By the very nature 
of the work that it does, an Out Patient Department 
reaches many times the number of people that the hos- 
pital proper reaches, and reaches them in a way that can 
be of great therapeutic value. 

I realize that I have talked longer than I probably 
should. I should like to crystallize the comparison of a 
hospital and an industrial establishment as follows: 
both of them have a board of trustees, the policy-form- 
ing financial group; both of them have a general man- 
ager—one may be called president, the other superinten- 
dent ; both of them have department heads, in one group 
they may be called production manager, sales man- 
ager, ad infinitum, in the other they are called Principal 
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of the School of Nurses, Dietetian, ad infinitum; both 
of them should have, if they have not, laboratories for 
research and checking; both of them, if they are to be 
efficient, must have regular channels of disseminating 
information and instructions, to the end that the top 
may know what the bottom does, and that the bottom 
thay understand the problems of the top. In this way 
only can we get that efficiency that is so desirable. You 
may say that I am building for you’ a mountain of 
red tape. I answer you by saying that when it becomes 
red tape, it becomes inefficient. But so long as it is 
virile, so long as it produces results, the procedures 
that have been outlined will produce the more efficient 
plant. 


QUESTIONS 


Following his paper Mr. Chapman answered ques- 
tions, addressed to him from the floor, as follows: 

©. Do you keep any running record or inventory 
of supplies? 

A. We have a perpetual inventory that will tell at 
the close of any night’s business where anything went. 
For a 250 bed hospital, that is -_ by half the time of 
one individual. 

©. Do you have any idea ae many items Be 
have? 

A. Over seven thousand. 

©. Do you feel that it is quite possible to have a 
perpetual inventory of your supplies? 

A. It is very easy. There are several essential 
things: You have to get your personnel to believe in 
you, to believe the things you are trying to do are the 
right things; you have to forget the old time issuance 
of supplies and accept the principle that the consumer 
at no time shall control; you must issue requisitions 
for everything you issue. Then you have control of the 
supplies, will be able to keep an inventory and you will 
save on supplies. There should be no indiscriminate 
issuance from stores. 

©. Are the terms medical director and superin- 
tendent interchangeable? Is there a medical director 
and a superintendent in the same institution ? 

A. I don’t believe I can answer. I should hope not. 
A medical director holds a position similar to the super- 
intendent. There are some places where there are busi- 
ness managers and resident physicians and a lot of 
scraps ; but there are just a very few of those places. 

©. How do you hold individuals responsible for the 
goods that are issued to them properly on requisition? 
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A. We divide commodities into three different 
type—equipment, usable supplies and consumable sup- 
»lies. On the equipment and consumable supplies there 
are inventories taken every thirty days. On usable 
supplies there are definite standards set up for certain 
commodities and they are replaced by requisition. We 
do once in a while make people pay for something. 

©. How about instruments and equipments ? 

A. Those are consumable supplies and they are defi- 
nitely charged to the unit. There is a psychology in 
making somebody pay for something every once in a 
while. 

Q. Do you have them pay for something that is 
lost ? 

A. Every once in a while we have an epidemic of 
loss and then we will start charging for loss and break- 
age. I wish I had time to give you some interesting 
figures on that. I disagree in principle with charging 
for breakage, but the amount became so large at one 
time that we had to do something, and so we decided we 
would charge for breakage. As a result the breakage in 
a given period dropped 74 per cent as compared with the 
previous period; but the next month we took off the 
charge and it went up 80 per cent. Those are absolute 
facts in terms if dollars and cents over a period of three 
months. The third month the breakage was worse than 
the first, so we did not gain anything by charging. 

©. Can you tell us how you charge meats? 

A. I can only tell you the system. We charge di- 
rectly. Meats are checked through stores and go di- 


rectly to the dietetian’s cooler. She has a supply cooler ,- 


and a working cooler. The meat is received by the 
storeroom but is handled directly through the cooler. 
©. What is charged as received? 

A. The amount received is charged into the supply 
account directly ; but with bacon, or things of that kind 
of which we carry a stock, any inventory of that at 
the end of the period is carried over. Fresh meats we 
currently consume and do not carry over. 

©. Is one person responsible for that meat after it 
is left in the storeroom? 

A. The dietitian alone carries a key to her stores. 

©. Suppose you buy a whole beef, how would you 
charge it? 

A. I would carry it in the 473, or the supplies ac- 
count, and if that were bought on the last day of the 
month, such part of that beef as was not used would 
be carried in the inventory and deducted from the ex- 
penses of that month. The inventory as of the first of 
the month, plus the receipts for that month, minus the 
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inventory as of the end of the month, is the expense of 
the period. | 

Q. Have you any suggestion to make in charging 
to those different departments ? 

A. The only suggestion I have is this: What I 
believe is workable is the form of accounts outlined 
in the report of the Committee on Forms, which I have 
shown. I think it is as simple as you can get. If you 
get it any more simple you lose the value of segregation. 


DISCUSSION 


Rosert J. Patterson :' While the prime object of a 
hospital is the relief and cure of disease, the training of 
nurses and the study of disease, incidental to these is the 
acquiring and spending of funds, the custody of and ac- 
counting for property, and records of the efficiency of 
the use of resources. Therefore there is much in com- 
mon between a hospital and a business enterprise. 

A hospital has no right to go out into the community 
and request financial assistance if it cannot give a state- 
ment, based on adequate records, of the use to which it 
has put its resources, of the condition of its préperties, 
and of the cost of its operations in terms of classified 
activities. 

It is no wonder that hospitals have been lax in busi- 
ness methods. They have been administered generally 
by individuals trained for other activities than, perhaps 
temperamentally not fitted for, the conduct of business 
affairs. 

A hospital is a trustee of resources devoted to a pub- 
lic service. Its business affairs should be administered 
with as great technical competence as any business en- 
terprise. That requires business ability and experience 
in the executive responsible for funds, property, pur- 
chasing, and the records of the application of these. 

' Dr. Josepn C. Doane: I should like to follow out 
this line of thought: What is the thing which is cost- 
ing us $2.00 or $3.00 or $5.00 a day? A per capita 
cost of $1.00 or $2.00 or $10.00 means nothing, unless 
there is some inquiry into the manner in which the 
money has been spent. | 

There are so many different varieties of hospitals and 
services, and so many different degrees of efficiency, 
that the mere fact that one hospital spends $2.00 a day, 
and another $1.75, means nothing. I am inclined to be- 
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lieve that there is a stage at which a hospital can arrive, 
where it should be ashamed to tell how low its figure is, 
just as there is as stage where it should be ashamed to 
tell how high it is. I do not think that a cost of $1.00 
a day is a thing to brag about, because there may be a 
deficiency in service. 

The hospital must have a by-product in the education 
of nurses and physicians, and it is impossible to accu- 
rately charge the cost of this service, and determine 
whether or not the business is profitable. The degree 
of care which is given to patient, the quickness with 
which he is restored to usefulness, the amount of really 
valuable scientific work which comes from the labora- 
tories, the degree of instruction which is given to in- 
terns, and the efficiency of the trained nurses, all of 
these must be considered in figuring whether or not one 
may consider the money of a hospital well spent. 

It is impossible to tell, by merely looking at an annual 
report, whether the hospital is well run, whether the 
money has been well spent or not, unless there is some 
idea of the amount of preventive medicine, the kind of 
teaching, and the care which the patient gets. 

None of us will dispute the question that there is only 
one important person about the hospital. Sometimes, 
I think, in our desire to have beautiful architecture and 
well-run plants, we forget that the patient is really the 
excuse for the hospital’s existence, and that our whole 
endeavor must reflect back to the patient’s bed, or all 
the effort is in vain. 

I should like to second Mr. Chapman’s statement 
relative to the folly of turning over the management of 
valuable hospital property to a person who is neither 
well trained nor well paid. The statement that the hos- 
pital is the most poorly run business in the world is 
too frequently true. There must come a time soon 
when boards of trustees will be educated to the fact that 
a successful hospital administrator is a real specialist, 
and that a person who might run a shoe store or a stock- 
ing factory can not walk into a hospital and make a suc- 
cess of it. I know that Mr. Chapman, in referring to 
some individuals as being abnormal, was thinking, for 
example, of the surgeon, who had talked at length on 
a case as being one of acute appendicitis, and then at 
the operation discovered it was something else. This is 
not the kind of a man to talk business to, or of whom 
at the moment to expect any calm consideration of a 
hospital problem. The administrator must have the hos- 
pital atmosphere, and know when to leave departmental 
people alone, and when to approach them for real, good 


judgment. 
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The administrator of the hospital must have concise 
ideas as to what work he expects from his various de- 
partments. Take, for example, the medico-social serv- 
ice worker; if the superintendent expects her to re- 
turn dollar for dollar for the sum expended, by collect- 
ing money or any other material thing, I think he is 
mistaken in her function. She is a medical person, one 
of the personnel that should try to get people well, and 
you cannot estimate how much value the treatment is to 
this, that, or the other patient. It may cost $50.00 to 
cure red-headed Johnny Jones of pneumonia, and 
whether Johnny develops into a senator, a vagrant or a — 
hold-up man, is a development of the future. 

So outside of the fact that we should be careful of 
our purchases, and should endeavor to run our hospital 
organizations on an economic and efficient basis, we 
must remember that we have yet to reach the stage 
where enough money is spent on intensively trying to 
get people well. 

Henry Woop SHELTON :' Suppose we here present 
constitute ourselves the newly elected board of man- 
agers of the “Hospital of the City of Brotherly Love.” 
We have been elected for the purpose of strengthening 
and revivifying an old institution which has drifted into 
something of a rut. 

Our first step is to define just what our institution 
should try to accomplish, and then to measure in some 
way the success of its efforts. We define our aim as a 
three-fold service to the community: (1) a quantitative 
service—to treat as many patients as possible; (2) a 
qualitative service—to cure the largest possible per- 
centage of those we treat; and (3) an economy service 
—to render maximum quantitative and qualitative serv- 
ice at minimum cost. 

As intelligent managers we appreciate the need for 
units of measurement by which progress in the render- 
ing of these services may be known and compared. As 
what I wish to say has to do with the third -kind of 
service—economy—only, let us assume our board 
adopts the cost of all we do for one patient in one day 
as a unit of measurement; that is, the cost per “patient 
day.” Upon inquiry we are told that cost records on 
this basis are already being regularly kept, and that they 
reveal unusual managerial ability. 

In support of this claim, for example, we are given the 
comparative monthly cost figures? for 1920 and 1921, 
and it is eee out that in March, 1920, the free-ward 
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cost per patient day was $4.33, while in March, 1921 
it was only $3.85. This saving of 48 cents or 11 per 
cent, is naturally a source of pride to our superinten- 
dent. It looks fine to us, too, until one of our number, 
an investigative board member sometimes described as 
“meddlesome,” discovers that in 1920, $1,000 of the 
“cost” for March was spent for some new equipment. 
When that $1,000 has been charged properly to capital 
outlay, instead of wrongly to current expense, the unit 
cost per patient day in 1920 becomes only $3.90, and 
the saving in 1921 only 5 cents, or about 1 per cent. 
This discovery seems to have some bearing on our 
“size-up” of the record of “unusual managerial ability !’’ 

From another angle, we find that that $1,000 item 
affects the comparative monthly cost of the particular 
department in which the new equipment was installed, 
by 200 per cent. After the correction, the difference 
in the monthly departmental expense in the two years 
is less than 1 per cent. 

Our board becomes concerned about the validity of 
the figures it is getting. It cannot abandon them alto- 
gether, without being helplessly at sea in any attempted 
measurement and analysis of progress. So it does the 
usual thing,—appoints a committee (including the 
“meddler’’) to review present methods of getting costs 
and other vital facts, and to recommend desirable 
changes. | 

Our commitee finds some other interesting condi- 
tions. For instance, our hospital has several active and 
devoted “auxiliary” societies, as well as individuals, 
from whom are received many gifts during the year. 
These are accepted and absorbed without being valued 
or accounted for other than by thanks to the donors. 
One month our costs are low, because we have had some 
nice gifts which we can utilize; another month we have 
to buy those things, and our costs go up. We may have 
used the same amount of these articles each month, but 
our costs have changed. That seems rather upsetting. 

Yet suppose we adopt the suggestion of one member, 
and value all the gifts of food, clothing, flowers, soaps, 
and so on, received each month, and enter them as part 
of the cost for that month. One of our well-wishers, 
_a large soap manufacturer, sends us a supply of laun- 
dry soap enough to last six months. If we put the 
value of six months’ supply into the cost of one month, 
it overweights the cost of that month, and underweights 
the cost of the succeeding five months. 

In that connection our committee finds another inter- 
esting thing. According to our purchasing and account- 
ing methods, goods may be ordered in January, received 
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in February, paid for in March, and used in April, May 
and June. Or again, our earnest and really efficient su- 
perintendent, acting as purchasing agent, finds he can 
make a real saving by buying at a bargain for cash in 
March a supply of goods which will last a year. If he 
does it, what happens to our unit patient-day costs in 
March? And what is the corresponding effect on pre- 
ceding months? A superintendent may even be tempted 
to sacrifice the real money saving to the hospital rather 
than expose himself to criticism for an inordinately 
high monthly cost figure. 

So the committee shows the board that if one charges 
to monthly cost either the value of gifts received, or the 
money paid out for supplies, the effect on the validity 
of the figures is the same. It reports the way out as 
the establishment of both physical and financial stores 
control through a separate Stores Department. It 
points out the necessary distinction between “stores,” 
which are supplies and other things to be used up in 
the operations of the institution, and “new equipment,” 
which increases the permanent value of the plant. All 
stores items received, whether by gift or purchase, pass 
into the Stores. Department, and are charged to a gen- 
eral ledger stores account at their estimated value if 
they are gifts, and at their cost, including transporta- 
tion, if they are purchased. Stores items are withdrawn 
from the Stores Department for use only on written 
requisition, so that they may be credited to stores and 
charged to the departmental or other expense account 
for which used. 

The committee report finally states that such stores 
control not only is essential to secure usable and de- 
pendable cost figures, based on actual consumption, 
but also gives the superintendent his only possible 
chance to make an indisputable record of progress in 
managerial efficiency by— 

1. A reduced and wisely balanced investment in 
stores items. | 

2. A new certainty of having on hand what is 
needed, when it is needed, in the quantity needed. 

3. A reduced variety of items carried, and so re- 
duced cost of handling those items. 

4. Reduced losses from waste, depreciation and ob- 
solescence. 

5. Increased economy in purchasing by more accu- 
rately anticipated needs. 

The savings made possible by stores control have 
been estimated by one hospital superintendent at 15 
to 30 per cent of the total expense for supplies. The 
possibility of such a saving should not be ignored. 
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